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Preface 


The fiscal plan presented with the budget, and described in this document, 
consolidates the progress made since 1984 in correcting the federal fiscal 
imbalance. Achieving that progress was a central goal of the November 1984 
Agenda for Economic Renewal. It was seen as a critical prerequisite to 
establishing a framework conducive to healthy economic growth — growth that 
would generate full-time meaningful jobs and lead to a sustained improvement in 
the living standards of all Canadians. Since then we have established an 
impressive record, both in terms of fiscal progress and more fundamentally in 
terms of the strength and resilience of the Canadian economy. 


By the time our government took office in the fall of 1984 the deterioration in the 
fiscal situation had become alarming. Fuelled largely by rapid growth in 
expenditures, the public debt was growing nearly three times faster than the 
economy. The country’s economic future was being threatened. The economic 
recovery from the recession of 1981-1982 was unbalanced both regionally and 
sectorally and there was considerable uncertainty about its sustainability. The 
unemployment rate was at double digit levels. The problems facing the Canadian 
economy needed attention. They required a comprehensive and aggressive plan of 
action that would both address the immediate fiscal and economic problems and 
also provide a blueprint to guide policy through the decade. 


Recognizing the need to restore fiscal responsibility to the nation’s finances, we 
put in place a medium-term fiscal strategy aimed at bringing the rapid growth of 
public debt under control. This required actions to cut the growth of expenditures, 
to stop the erosion in tax revenues and to ensure ongoing reductions in the deficit. 


These were the broad objectives of our plan to restore order to the nation’s 
finances. Much has been achieved. The deficit has been reduced by $9 billion from 
the peak of $38.3 billion in 1984-85. The average annual growth of spending on 
government programs has been cut back from 13.9 per cent in the four years 
ending in 1984-85 to just 3.3 per cent in the subsequent five years — less than the 
average rate of inflation. The yield of the revenue system has been stabilized and 
is now comparable to levels prevailing on average in the 1970s. With the actions 
we have taken the deficit will continue to decline into the next decade. Our central 
objective of stabilizing the public debt relative to the size of the economy is now 
within reach. The rate of growth of the public debt declines from 23.5 per cent per 
year in the four years ended in 1984-85 to less than 9 per cent in 1989-90. Relative 
to the size of the economy, the net public debt is projected to stabilize in 1990-91 
and then decline in 1991-92 and 1992-93, the first such declines since 1974-75. 


The Agenda recognized, however, that in order to secure a framework conducive 
to sustained growth over the medium term, more than just fiscal correction was 
required. Obstacles to economic growth had been erected by governments over 
time that could prevent the Canadian economy from reaching its potential. The 
Agenda set out a strategy for permanently revitalizing the Canadian economy by 
fostering entrepreneurship and risk-taking and by making the role of government 
less of an impediment to growth. 


To realize this strategy the government embarked on a program of structural 
initiatives including tax reform, regulatory reform in the transportation, energy 
and financial sectors, the privatization of Crown corporations, a new science and 
technology strategy, a new approach to regional development and the Canada- 
U.S. Free Trade Agreement. These are initiatives for now and for the future. They 
will lead to a more vibrant, more competitive economy with stronger productivity 
growth, higher real incomes and more jobs. 


Together, the initiatives of the Agenda for Economic Renewal are critical to 
positioning Canada to take advantage of the opportunities of the 1990s. Through 
continued adherence to the principles set out for fiscal correction and structural 
improvement, the economy will be ready to deal with the challenges that lie ahead 
in a way that will maximize the benefits to all Canadians. 


pleat, Kibo 


The Honourable Michael H. Wilson 
Minister of Finance 
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Introduction 


This document presents the government’s five-year fiscal plan in the context of its 
overall agenda for economic renewal. The fiscal strategy that was put in place in 
the fall of 1984 was predicated on the critical need to halt the growth in the public 
debt relative to the size of the economy over the medium term. The high and rising 
deficits that led to the rapid growth in public debt in the first half of the decade 
were attributable in large part to excessive growth of expenditures — both program 
spending and public debt charges — although the erosion of the tax bases played a 
part as well. Correspondingly, the fiscal strategy was based on achieving 
continuous reductions in the deficit by focusing on expenditure restraint although, 
given the size of the problem, the need for revenue increases to ensure that the 
fiscal situation would stabilize was recognized as well. 


Chapter 2 reviews the deterioration in the fiscal situation through the first half of 
the 1980s and the alarming growth in the public debt that resulted from the record 
high deficits of this period. It then reviews the results over the five years ending in 
1989-90. The results are a solid record of achievement. 


Chapter 3 examines the government’s budgetary position over the short term to 
1989-90. Improvement in the economic situation combined with fiscal actions 
introduced in this and previous budgets have permitted the introduction of high- 
priority initiatives over this period, while holding to the deficit profile set out in 
the June 1987 White Paper on tax reform. 


Chapter 4 discusses the government’s approach to expenditure restraint. A key 
objective of the fiscal strategy was to reverse the build-up in government 
expenditures relative to the size of the economy. The actions that have been taken 
have made major headway towards this objective. Expenditures relative to the size 
of the economy have declined significantly and are projected to continue declining. 
Expenditure restraint has provided the largest contribution to deficit reduction 
and has also played an important role in providing the government with the 
flexibility to undertake high-priority social and economic initiatives. 


Chapter 5 reviews the evolution of budgetary revenues. Since the mid-1970s, 
significant structural and yield problems had been developing in the government’s 
revenue system. The need to address these problems, from the perspectives of both 
economic efficiency and deficit reduction, had become pressing by 1984. Since 
then, a number of changes have been made to each of the major components of the 
revenue system which have stabilized its overall yield at a level comparable to the 
average levels that prevailed in the 1970s. While fiscal actions have been taken to 
raise revenues, strong economic growth in the last three years has been by far the 
principal factor accounting for the growth in revenues. 


i) 


Chapter 6 discusses the progress on meeting the fiscal principles over the medium 
term. Meeting the key principle of reducing the growth of the net public debt to no 
more than that of the economy is now clearly within reach. The growth of debt 
continues to slow relative to that of gross domestic product (GDP) and, in 
1991-92, the debt-to-GDP ratio is projected to decline for the first time since 
1974-75. Substantial ongoing improvement in all the other major fiscal indicators 
is projected over the medium term. Ongoing expenditure restraint will bring 
program spending as a proportion of the Canadian economy down to levels not 
seen since the late 1960s. The combination of a stable revenue yield and a 
declining expenditure ratio sets in place in the 1990s a fiscal structure that will 
generate ongoing declines in the deficit relative to the size of the economy to levels 
last seen in the mid-1970s. Over 80 per cent of the reduction by 1992-93 is 
accounted for by reductions in spending as a percentage of GDP. 


There are also a number of background annexes in this document. The first two 
annexes provide fiscal information on a national accounts basis — first for the 
federal government, and second for the total government sector in Canada. 

Annex 3 presents a comparison of expenditures, revenues and deficits among the 
major countries of the Organization for Economic Co-operation and Development. 
Annex 4 examines the evolution of analytical indicators of the federal 
government’s fiscal progress, focusing on the primary and structural budget 
balances of the federal government. Annex 5 provides sensitivity analysis of the 
deficit, expenditures and revenues to changes in key economic variables. A number 
of historical reference tables are provided at the end of the document. 


2. Overview of the Government’s Fiscal Strategy 


The Need for Fiscal Correction 


When the government came to office in 1984, the fiscal situation was deteriorating 
rapidly. Expenditures were growing substantially faster than the economy while 
the growth of revenues was falling steadily behind. The budgetary deficit had risen 
to record levels and was expected to continue rising. The growth in public debt had 
reached alarming proportions, rising by more than 20 per cent per year. Left 
unchecked, the fiscal situation threatened the country’s prospects for sustained 
economic expansion, the creation of new jobs, and the future living standards of 
Canadians. 


The arguments for correcting the fiscal imbalance were compelling. Without 
actions to reverse the fiscal deterioration, the growth in public debt would have 
continued to outpace the growth of the economy. The resulting erosion of 
confidence in the country’s economy and heightened inflation expectations would 
have put upward pressure on interest rates, further discouraged private 
investment, slowed the growth of the productive capacity of the economy and 
brought the pace of economic expansion to a halt. 


The fiscal and economic situations were threatening to feed on themselves. Higher 
interest rates and slower economic growth feed back onto the deficit, both directly 
through higher public debt charges and indirectly through the impacts of slower 
economic growth on revenues and cyclically-sensitive expenditures. This process 
adds to the debt and debt service charges and, in a circular way, further reduces 
confidence and the prospects for economic growth. 


Over time, rapid growth in public debt also leaves the government’s fiscal position 
highly exposed to interest rate increases, and severely restricts the government’s 
flexibility as the costs of servicing the higher debt account for an increasing share 
of total expenditures. The stock of debt itself generates large interest payments 
every year, and additions to that stock through ongoing deficits add further to 
those payments. This year alone, public debt charges will be more than $29 billion 
—an amount equivalent to the deficit itself — or almost 25 per cent of total 
government spending. In this situation, growth of public debt charges reduces the 
resources available for more productive spending on programs and requires 
reductions in program spending or revenue increases just to keep the growth in 
interest payments from raising the deficit further. 


Discretionary fiscal action was urgently needed, to break the vicious circle of 
higher debt, slower growth, higher interest rates, higher deficits, and still higher 


debt. Only by bringing the fiscal situation under control would the economy be 
able to achieve sustained economic growth. 


Implementing the Fiscal Strategy 


The sharp increase in the deficit in the early 1980s was attributable mainly to 
rapidly increasing expenditures, but declines in tax revenues also played a role 
(Chart 2.1). From 1981-82 to 1984-85 the deficit as a ratio to GDP more than 
doubled, from 4.2 per cent to 8.6 per cent. Expenditures, which rose by 

3.5 percentage points of GDP over this period, accounted for most of the increase 
in the deficit. While most of this rise in expenditures was directly attributable to 
higher program spending, rapid growth in the costs of servicing the public debt 
also contributed to the increase. The decline in revenues from almost 17 per cent 
of GDP in 1981-82 to less than 16 per cent in 1984-85, which was attributable to 
both cyclical weakness in the economy and structural problems in the tax system, 
contributed to the increase in the deficit as well. With expenditures and revenues 
moving in opposite directions relative to the size of the economy, the deficit 
increased rapidly. 


The strategy that was developed to close the gap between expenditures and 
revenues was based on the need to slow the growth in public debt to no more than 
that of the economy over the medium term. To do so required continuous 
reductions in the deficit; sustained economic growth was essential, but by itself 
would not lead to a correction of Canada’s fiscal problem. Fiscal actions were 
required to reverse the deteriorating expenditure and revenue situations. 


The Fiscal Plan: 1984-85 to 1989-90 


The actions taken to reduce the deficit since the fall of 1984 have resulted in a 
substantial improvement in the fiscal situation. With the fiscal plan presented in 
this budget, the government sets out a solid five-year fiscal track of significant 
deficit reduction and debt control, a fiscal outlook that stands in sharp contrast to 
the performance in the previous four years: 


e The growth of the public debt, which averaged 23.5 per cent per year over the 
four years ended in 1984-85, will be reduced to average growth of 12 per cent 
in the five years ending with 1989-90; in 1989-90 the growth of the public 
debt will be less than 9 per cent (Chart 2.2). 


e Inthe four years ending in 1984-85, the deficit rose steadily from 
$14.9 billion to $38.3 billion; relative to the size of the economy, the deficit 
more than doubled over this period, rising from 4.2 per cent of GDP in 
1981-82 to 8.6 per cent in 1984-85 (Chart 2.3). In contrast, in 1989-90 the 
budgetary deficit will have been reduced for the fifth consecutive year, 
declining to $28.6 billion or 4.6 per cent of GDP. Relative to the size of the 
economy, the deficit will have been reduced by 47 per cent over this 
five-year period. 


Sac 


¢ Expenditure restraint has been applied continuously since the fall of 1984. 
After growing on average by 14 per cent per year in the four years ending in 
1984-85, spending on government programs will have been cut back to 
average growth of 3.3 per cent per year in the five years ending in 1989-90 
(Chart 2.4). After accounting for inflation, real program spending will 
register average annual declines of 0.8 per cent over this period. In 
comparison, real program spending growth averaged 5.2 per cent per year in 
the four years ending in 1984-85. As a result of this restraint, program 
expenditures have declined steadily relative to the size of the economy, 
dropping from 19.5 per cent of GDP in 1984-85 to a projected 16.3 per cent 
in 1989-90. 


e After declining through most of the period from 1981-82 to 1984-85, the ratio 
of revenues to GDP has been restored to levels more comparable to those that 
prevailed on average in the 1970s. After 1988-89, the revenue-to-GDP ratio is 
projected to. stabilize at slightly below 17 per cent, well below the peak of the 
mid-1970s. 


e Asa result of these actions, both revenues and expenditures have contributed 
to deficit reduction, with restraint on program spending accounting for most 
of the reduction. Relative to the size of the economy, declines in total 
spending will account for about 75 per cent of the reduction in the deficit 
between 1984-85 and 1989-90 while higher revenues will account for about 
25 per cent of the reduction. 


Looking Ahead: Maintaining Economic Progress 


Improvement of the fiscal situation since 1984-85, and the prospects for ongoing 
fiscal correction into the next decade, have contributed to the strong performance 
of the Canadian economy over this period. Improved investor confidence, lower 
interest rates and reduced inflation expectations have all been attributable in part 
to the improved fiscal situation and have helped create an environment more 
conducive to sustained economic expansion. 


However, corrective fiscal action alone was not sufficient to secure Canada’s 
medium-term growth prospects. The structural initiatives set out in the Agenda 
for Economic Renewal were also required to improve the overall framework for 
growth. These structural initiatives have both complemented and supported the 
government’s fiscal strategy. 


Framework initiatives have been directed at the removal of obstacles to growth in 
the economy, at encouraging private sector growth and at enhancing Canada’s 
international competitiveness. To this end, the government has introduced a 
number of initiatives to improve the regulatory process — in the financial sector, 
the transportation sector and the energy sector. The Western Energy Accord and 
the Atlantic Accord were aimed at letting the marketplace work in the energy 
sector. Since the fall of 1984, a number of Crown-owned corporations no longer 
required to meet public policy goals have been sold or wound up, thus reducing the 


influence of government on private sector activity. Measures have been introduced 
to encourage international investment through Investment Canada and the growth 
of small business. 


The signing of the Canada-U.S. Free Trade Agreement and the first stage of tax 
reform are important initiatives that will lead to a more efficient and more 
competitive economy over the medium term. These initiatives will work together 
to ensure that Canadian industry is able to compete effectively in world markets 
into the next decade. 


The strong performance of the economy and the actions taken in this and in 
previous budgets have provided the government with the flexibility required to 
undertake high-priority social and economic initiatives and to respond to 
unexpected developments in the Canadian economy. Where new initiatives have 
been introduced, they have been undertaken in a manner that is fully consistent 
with the fiscal objectives of deficit reduction and debt control. 


A comprehensive science and technology strategy is being implemented with 
additional funding of $1.3 billion for new initiatives over five years. Additional 
funding is being provided to assist in meeting the objectives of the White Paper on 
defence. New programs have also been introduced to ensure that all regions of the 
country are able to share more equitably in national growth. These have included 
the Atlantic Canada Opportunities Agency, the Western Diversification Office 
and the Federal Economic Development Initiative in Northern Ontario. As well, 
new initiatives will be taken in Quebec to deal more effectively with the 
development of the outlying regions of the province. 


New measures have also been introduced to meet the social needs of Canadians. 
These have included the improvement of social benefits and programs such as 
increases in the refundable child tax credit, introduction of the refundable sales 
tax credit for low-income families and wider coverage of spousal allowances. More 
recently the government announced a new national strategy on child care. The 
national child care program will further the economic equality of women by 
reducing barriers to labour force participation for those who choose to work 
outside the home and by providing additional assistance to care for pre-school 
children for those who choose to work inside the home. 


Actions have also been taken to offset the impacts of declines in world oil and 
grain prices. In recognition of the difficulties caused by the subsidy practices of 
U.S. and European governments, support for Canadian grain producers, most of 
whom reside in Western Canada, has been increased substantially both through 
ongoing statutory programs and through the Special Canadian Grains Program. 
Actions have also been introduced to help cushion the impacts of the collapse in 
world oil prices on activity in the energy sector. Both the Canadian Exploration 
and Development Incentive Program and the elimination of the Petroleum and 
Gas Revenue Tax have provided support to the energy sector through this 
difficult period. 


The expenditure and revenue structures now in place underpin the steady 
improvement in the fiscal situation that is projected over the medium term. The 
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expenditure framework ensures that program spending will decline relative to the 
size of the economy over the projection period, falling to about 15 per cent of GDP 
in 1992-93 — lower than at any time since the 1960s. Revenues are projected to 
increase in line with the economy over this period, remaining roughly constant 
relative to GDP. As in the June White Paper on tax reform, the deficit is projected 
to decline only slightly over the next two years, largely reflecting the ongoing 
impacts of depressed world oil and grain prices and the transitional adjustments to 
stage one of tax reform. It is projected to decline more rapidly thereafter to less 
than $20 billion by 1992-93, or 2.6 per cent of GDP — a level last seen in the mid- 
1970s. Meeting the central goal of the fiscal strategy — halting the growth of the 
net public debt relative to GDP — is thus set for the early 1990s. Thereafter, the 
debt-to-GDP ratio is actually projected to decline (Chart 2.5). 


3. The Short-Term Fiscal Projections: 
1987-88 to 1989-90 


This chapter presents the government’s budgetary position to fiscal year 1989-90. 
From the peak of $38.3 billion in 1984-85, the annual deficit recorded sizeable 
year-over-year reductions to 1987-88. The declines in the deficit over this period 
reflected a combination of fiscal actions and the strength of economic activity. In 
the June 1987 White Paper on tax reform, it was projected that the pace of deficit 
reduction would slow temporarily over the next two fiscal years, given the impact 
of lower oil and grain prices and the transition to the reformed personal and 
corporate income tax systems. The ongoing impacts of fiscal actions in this and in 
previous budgets and the strong performance of the economy have provided the 
government with the opportunity to introduce several major new policy initiatives 
in support of defence, regional, technological and social priorities and to provide 
additional assistance to grain farmers. Reflecting these priority initiatives and the 
actions taken in this budget, the deficit projections for 1987-88 to 1989-90 are 
unchanged from those presented in the June 1987 White Paper. 


The first section of this chapter describes the major factors affecting the projected 
deficit track over the short term. The second section compares the current 
projections with those presented with the June 1987 White Paper. The final 
sections provide the outlook for non-budgetary transactions and financial 
requirements to 1989-90 and present the amount of borrowing authority requested 
for 1988-89. 


Factors Affecting the Deficit 


In the June 1987 White Paper on tax reform, the pace of deficit reduction, 
beginning in 1988-89, was expected to moderate from the significant declines 
registered in the previous three years. From an estimated level of $29.3 billion in 
1987-88, the deficit was projected to decline to $28.9 billion in 1988-89 and to 
$28.6 billion in 1989-90, before resuming substantial year-to-year reductions. 


The moderate pace of deficit decline in the next two fiscal years reflects a number 
of factors including the transitional impacts of stage one of tax reform and the 
ongoing impacts of the lower oil and grain prices. The dramatic fall in world oil 
and grain prices in early 1986 resulted in a substantial loss in income for the 
Canadian economy. The impact of lower oil prices reduced corporate income tax 
revenues. Even with firming in oil prices, the lower revenues will not be recovered 
over the medium term given the large carry-over of corporate losses experienced in 
1986. To assist the energy sector, the Petroleum and Gas Revenue Tax was 


Table 3.1 


The Economic Projections 


1987 1988 1989 


(percentage change unless 
otherwise indicated) 


Gross domestic product 


Value 8.4 6.2 6.6 
Price 4.4 3.3 3.4 
Volume 3.8 ZnO o,0 
Consumer price index 4.4 4.0 Seo) 
Labour force 2.0 oe 1.8 
Employment 2.8 2.8 2.0 
Unemployment rate (per cent level) 8.9 8.3 8.1 
Personal income 6.9 6.8 ono 
Corporate profits 25.6 4.8 12.8 


90-day commercial paper rate 
(per cent level) 8.4 8.6 7.8 


Note: For details see Canada’s Economic Prospects: Looking Ahead to the 1990s. 


eliminated effective October 1986. In addition, the government introduced the 
Canadian Exploration and Development Incentive Program to encourage 
investment activity. 


With the sharp fall in grain prices, larger payments have been made under the 
various farm income stabilization programs. Further assistance has also been 
provided to farmers through the Special Canadian Grains Program. 


Attempts to fully offset the ongoing influences of lower oil and grain prices over 
the remainder of the decade, through either large expenditure cuts or revenue 
increases, were judged to be more disruptive to economic growth than a somewhat 
slower pace of deficit reduction. 


In 1987, output and employment growth were considerably stronger than 
expected. Economic growth in 1987 is expected to be close to 4 per cent 

(Table 3.1), the strongest among the major industrial countries for the second 
consecutive year. Employment growth was 2.8 per cent in 1987 and the 
unemployment rate, which averaged 8.9 per cent for the year, fell to 8.1 per cent 
by year-end. 


Growth in 1988 is expected to slow to just under 3 per cent, and inflation, as 
measured by the consumer price index, is expected to moderate from the level 
registered in 1987. With some slowing in growth expected in 1988, the 


unemployment rate is expected to be relatively unchanged from current levels, 
although remaining sharply lower than the average 1987 unemployment rate. 
Personal income is expected to increase by 6.8 per cent in 1988 and 5.5 per cent in 
1989. After advancing by over 25 per cent in 1987, corporate profit growth is 
expected to slow in 1988 before rebounding in 1989. Short-term interest rates 
averaged 8.4 per cent in 1987, and closed 1987 at 8.7 per cent. Interest rates are 
expected to decline slightly over the forecast period. 


Although economic growth is expected to slow somewhat in 1988, the higher-than- 
expected level of GDP in 1987 impacts favourably on the fiscal situation both in 
1987-88 and over the short term. The higher levels of GDP have resulted in 
increased budgetary revenues and, with the accompanying improvement in the 
labour market situation, have moderated the growth in program expenditures. 


Table 3.2 


Summary Statement of Transactions 


1987-88 1988-892 1989-902 


(billions of dollars 
unless otherwise indicated) 


Budgetary transactions 
Budgetary expenditures 


Program expenditures 96.1 100.2 101.9 
Public debt charges 292 Soot 33.0 
Total expenditures ey) 1323 134.9 
Budgetary revenues 96.1 103.3 106.3 
Deficit 29.3 28.9 28.6 
Percentage of GDP 533 4.9 4.6 
Non-budgetary transactions 
Loans, investments and advances 0.5 —0.3 0.0 
Specified purpose accounts 6.6 deo 8.6 
Other transactions Ted —0.4 12 
Net source of funds 8.4 6.6 9.9 
Financial requirements”? 20.9 22:3 18a 
Percentage of GDP 3.8 3.8 3.0 
Net public debt 293.4 32233 350.9 
Percentage of GDP Soul 54.9 56.1 


Note: Figures may not add due to rounding. 


() Estimate. 
(2) Forecast. 
®) Excluding foreign exchange transactions. 


The improvement in the fiscal situation resulting from the strong economy and the 
impacts of fiscal measures taken in this and previous budgets have provided the 
government with the flexibility to undertake new initiatives in high-priority areas. 
These initiatives include assistance to farmers under the second Special Canadian 
Grains Program, assistance to the energy sector through the ongoing support 
provided by the Canadian Exploration and Development Incentive Program, new 
regional development programs for Atlantic Canada, Northern Ontario and 
Western Canada, increased funding for science and technology, the introduction 
of a national child care program, and incremental funding for defence. 


Taking into account the effects of the stronger economic growth, the implementa- 
tion of new high-priority policies and the actions in this budget, the deficit track 
remains unchanged from that projected in the June White Paper on tax reform. 
The deficit for 1987-88 is still estimated at $29.3 billion. For 1988-89 and 
1989-90, the deficit is projected at $28.9 billion and $28.6 billion, respectively 
(Table 3.2). 


Changes Since the June 1987 White Paper 
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Although the deficit track for the period 1987-88 to 1989-90 is unchanged from 
the June 1987 White Paper on tax reform, there are significant changes among 
the major components. Higher-than-anticipated economic growth in 1987 has 
resulted in increased personal and corporate income tax revenues. The projected 
growth rate for GDP in 1988 is somewhat lower now than expected in June, but 
the strength in economic activity in 1987 will result in higher levels of output and 
income in both 1988 and 1989. As a result, both personal and corporate income 
tax revenues have been revised upwards in both 1988-89 and 1989-90. 


Table 3.3 


Changes to the Deficit Since the June 1987 White Paper on Tax Reform 


1987-88 1988-89 1989-90 


(billions of dollars) 

June White Paper deficit 293 28.9 28.6 
Impact of changes on the deficit 

Budgetary revenues —1.2 —3.] —1.9 

Program expenditures 0.4 tes 0.5 

Public debt charges 0.7 2.0 1.4 

Net impact on deficit 0.0 0.0 0.0 
February 1988 budget deficit 293 28.9 28.6 


Note: Figures may not add due to rounding. 


The increase in program expenditures in 1987-88 largely reflects the impact of the 
$1.1 billion Special Canadian Grains Program which was announced in December 
1987. Of this amount, $800 million is to be paid to farmers in 1987-88, with the 
balance in 1988-89. New high-priority policy initiatives, including child care, 
increased funding for regional development, science and technology and defence, 
also impact on program expenditures. The effect of these initiatives is partly offset 
by lower-than-expected expenditures on unemployment insurance benefits, 
reflecting the improved labour market outlook. Public debt charges are up 
throughout the forecast period due to the upward revision to the interest rate 
outlook from the June White Paper. 


Factors Affecting Financial Requirements 


The government’s net financial requirements reflect not only budgetary revenues 
and expenditures, but also non-budgetary transactions. These include loans, 
investments and advances, specified purpose accounts, and other transactions. 
Non-budgetary transactions have normally provided the government with a net 
source of funds, thereby lessening the extent to which the government has had to 
borrow on financial markets. However, net funds provided by non-budgetary 
transactions are subject to wide fluctuations from year to year. 


The underlying principle of classification between budgetary and non-budgetary 
transactions is that transactions which change the net indebtedness of the 
government are classified as budgetary, while transactions involving the receipt of 
offsetting financial assets or the creation of liabilities are non-budgetary. These 
include loans to Crown corporations and third parties. In addition, the government 
maintains a number of specified purpose accounts that are held for third parties, 
such as the pension accounts of federal government employees. Other non- 
budgetary transactions include accounting adjustments to convert certain 
budgetary transactions, which are recorded on an accrual basis, to a cash basis. 
These include interest accounts, accounts payable, cash in transit and 

outstanding cheques. 


As indicated in Table 3.2, funds generated by non-budgetary transactions are 
projected to amount to $8.4 billion in 1987-88, increasing to $9.9 billion by 
1989-90. The specified purpose accounts are expected to continue to be the major 
sources of these funds. The decline in funds from other transactions in 1988-89 is 
largely due to the maturing of the 1981 series of Canada Savings Bonds and the 
resulting encashment of accrued interest. 


With a deficit of $29.3 billion and a net source of funds from non-budgetary 
transactions amounting to $8.4 billion, financial requirements, excluding foreign 
exchange transactions, are estimated at $20.9 billion for 1987-88. A reduction in 
funds from non-budgetary transactions accounts for the increase in financial 
requirements to $22.3 billion in 1988-89. Financial requirements are forecast to 
decline to $18.7 billion in 1989-90. As a percentage of GDP, financial 
requirements are expected to equal 3.0 per cent in 1989-90, a decline of 3.7 
percentage points since 1984-85. 


Financial Requirements and Borrowing Authority 


The amount of borrowing authority requested from Parliament for any given fiscal 
year has traditionally been tied to the financial requirements forecast for that 
year. The actual level of borrowing will be influenced by foreign exchange 
transactions which cannot be accurately forecast. 


The government will be seeking borrowing authority for 1988-89 in the amount of 
$25.3 billion compared to the projection for financial requirements, excluding 
foreign exchange transactions, of $22.3 billion. This will provide for a contingency 
of $3 billion for flexibility in managing the foreign exchange reserves. 


4. Managing Government Expenditures 


Overview 


In the late 1970s and early 1980s, rapid increases in federal government 
expenditures were the major factor contributing to the rise in the deficit. This 
growth reflected discretionary initiatives, such as increased energy-related 
subsidies, and non-discretionary factors related to the impact of the 1981-1982 
recession on cyclically-sensitive expenditures. The rising deficits over this period 
resulted in a build-up of public debt, which produced substantial increases in 
interest costs and left the fiscal position highly exposed to increases in interest 
rates. As a result, public debt charges continued to grow following the recession, 
given the interaction between higher levels of debt and interest rates. All told, 
budgetary expenditures as a percentage of GDP advanced from 19.3 per cent in 
1979-80 to 24.5 per cent in 1984-85. 


The government’s expenditure management strategy had two objectives. First, it 
was essential to regain control over spending and bring about a substantial 
reduction in the level of program spending as a share of GDP. This was critical to 
restoring fiscal integrity and reversing the damaging impact of continuing high 
deficits and growing debt on confidence and economic growth. The second 
objective was to create the flexibility necessary to allow the government to 
introduce new initiatives that more effectively support economic growth and are 
more responsive to the social needs of Canadians. 


Since November 1984, fiscal actions have been taken which, together with 
sustained economic growth and the actions in this budget, have had a dramatic 
impact in restraining federal expenditures. After growing by almost 14 per cent 
per year from the beginning of the decade through 1984-85, program spending 
(total government spending excluding public debt servicing costs) will be reduced 
to a rate of growth of 3.3 per cent per year, on average, through the five-year 
period to 1989-90. This represents annual average declines in real program 
spending of 0.8 per cent per year. 


As a percentage of GDP, budgetary expenditures have declined by 1.5 percentage 
points in 1987-88 from 24.3 per cent of GDP in 1984-85, and are projected to fall 
further to 21.6 per cent by 1989-90. Program expenditures are expected to decline 
to 16.3 per cent of GDP by 1989-90, below the level registered 10 years earlier. 
Relative to the size of the economy, the decline in budgetary expenditures 
accounts for almost 75 per cent of the reduction in the deficit from 1984-85 


to 1989-90. 


This chapter reviews the expenditure strategy and presents the expenditure plan 
over the short term. 


The Expenditure Management Strategy 
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In addition to contributing to deficit reduction, the government’s expenditure 
management strategy has been to restructure federal programs to make them 
more supportive of economic growth, to be more responsive to those most in need 
of assistance, and to improve the management of government activities through 
increased efficiency and cost effectiveness. Since November 1984, substantial 
progress has been made in achieving these goals. Existing programs have been 
eliminated or reduced, new programs have been introduced to address key policy 
priorities, and a more business-like approach to government management has been 
pursued in order to reduce costs and increase efficiency. These initiatives have 
resulted in a better targeting of program spending and a substantial reversal in the 
rate of growth of spending. 


The success of the government’s expenditure strategy can be seen by examining 
the absolute increase in spending over the five years to 1989-90. Budgetary 
expenditures in 1989-90 are projected at $134.9 billion. This represents an 
increase of $25.7 billion, or 23.5 per cent, since 1984-85. This growth is 
substantially less than the growth in nominal GDP over this period and only 
marginally above the increase in prices, as measured by the consumer price index 
(Table 4.1). 


Table 4.1 


Budgetary Expenditures: 1984-85 to 1989-90 


Change 


1984-85 1989-90 Absolute Per cent 


(billions of dollars) (%) 
Total budgetary expenditures 109.2 134.9 Deel pA Me) 
Public debt charges DES 33.0 10.6 47.1 
Program expenditures 86.8 101.9 13.1 17.4 
Statutory programs 48.0 59.8 11.8 24.5 
Non-statutory programs 38:7 42.1 323 8.6 
of which: 
Defence 8.8 8 BO 34.6 
Official Development 
Assistance 7454 2.8 0.7 S3el 
All other 27.9 275 —0.4 —1.3 
Gross domestic product 445.6 625.1 180.1 40.4 
Consumer price index 22.2 


Note: Figures may not add due to rounding. 


Changes among the various components of budgetary expenditures vary greatly. 
Over 85 per cent of the absolute increase in total expenditures between 1984-85 
and 1989-90 is attributable to increased public debt charges and statutory 
program spending. In addition, within non-statutory program spending, rates of 
increase also vary, with defence and Official Development Assistance (ODA) 
expenditures rising well in excess of inflation. In sharp contrast, non-statutory 
spending, excluding defence and ODA, declines in absolute terms. It is this 
component of government spending, which includes the operational costs of 
government, business subsidies and grants and contributions, over which the 
government has the greatest discretion. This expenditure performance is in sharp 
contrast to the experience over the five-year period ending in 1984-85, when 
spending in this area doubled. 


Statutory programs are largely demand-driven, or formula-funded, with changes 
reflecting developments in economic activity and the underlying population bases. 
Included in this component of government spending are the various social 
assistance programs for individuals, such as old age security benefits, welfare 
payments under the Canada Assistance Plan, unemployment insurance benefits, 
family allowances and veterans’ allowances and benefits. Also included are 
transfers to other levels of government under the Established Programs Financing 
arrangements and equalization programs and to farmers under the Western Grain 
Stabilization program. Statutory programs account for about 45 per cent of the 
increase in total government spending from 1984-85 to 1989-90. Since November 
1984, steps have been taken to control the increase in statutory program spending, 
primarily through changes to the indexation formulas for both the family 
allowance program and transfers to provinces in respect of health and post- 
secondary education. Transfers to the energy sector, through the Petroleum 
Compensation Account, were eliminated as part of the dismantling of the 
National Energy Program. 


However, spending on statutory programs has remained a high priority of the 
government in order to help those most in need and to assist individuals to adapt to 
changing economic and social circumstances. The spouses’ allowance program has 
been extended, veterans’ benefits enriched and the National Strategy on Child 
Care has been introduced. Even with the modification to the indexation formula 
for transfers to provinces in respect of health and post-secondary education, total 
entitlements in this area are still projected to increase by at least 5 per cent per 
year over the forecast period. Furthermore, the dramatic drop in world grain 
prices in 1986 has resulted in large payments to farmers under the Western Grain 


Stabilization program. 


Over the five years to 1989-90, public debt charges account for about 40 per cent 
of the total increase in budgetary expenditures. Rising deficits through the second 
half of the 1970s resulted in a steady build-up of public debt. When interest rates 
rose to record high levels in the late 1970s and early 1980s, the accumulated debt 
left the federal budget exposed to extremely rapid growth in public debt charges. 
The declines in the deficit since 1984-85 have resulted in a substantial slowing in 
the growth in the stock of public debt. This, coupled with the declines in interest 
rates in recent years, has contributed to a slowing in the rate of growth of public 


| 


P42 


debt charges. However, the increasing stock of debt will continue to generate 
higher expenditures on public debt charges. 


Non-statutory program spending is projected to increase by only 8.6 per cent over 
the five years ending in 1989-90, representing a decline in real spending of roughly 
10 per cent. Within this component, two areas have more than accounted for the 
increase — defence and ODA. 


The White Paper on defence reaffirmed the government’s commitment to increase 
defence spending by 2 per cent per year in real terms, consistent with Canada’s 
obligation to play a meaningful and effective role with our NATO and NORAD 
allies. In this budget additional funding is being provided to assist in meeting the 
objectives of the White Paper on defence in accordance with the program review 
process set out in the White Paper. Spending on assistance to developing countries 
is projected to increase in line with the nominal growth in the economy, reflecting 
the government’s commitment to maintain its ODA contributions at 0.5 per cent 
of gross national product. 


Excluding expenditures on defence and ODA, spending on the other components 
of non-statutory programs is expected to decline in absolute terms from 1984-85 to 
1989-90. In real terms, this represents a decline of some 20 per cent. This 
component includes the operational costs of the federal government, subsidies to 
industry, payments to Crown corporations, capital spending and grants and 
contributions. Since November 1984, measures have been put in place to reduce 
the number of authorized person-years in the public service by 2 per cent in 
1986-87 and by 1 per cent in each of the next four years so that by 1990-91, the 
authorized size of the public service will be reduced by 15,000 person-years. 
Effective for the 1986-87 fiscal year, a general cut of 2 per cent of all spending in 
this category was announced. Beyond 1986-87, spending on operations and 
maintenance has been allowed to grow by only 2 per cent per year from this 
reduced base. In addition, the level of operational funding for programs was scaled 
back, requiring ongoing and comprehensive re-examinations of program priorities 
within departments. Programs were eliminated, while others were reduced. 
Examples include the Canadian Home Insulation Program, the Canadian Oil 
Substitution Program, the Petroleum Incentives Program, and the Cape Breton 
heavy water plants, among others. 


These initiatives, combined with the expenditure actions in this budget, have 
allowed the government to regain control over its expenditures and have led to 
more effective and efficient management of its resources. This has ensured that 
the major contribution to deficit reduction would come from expenditures. The 
expenditure management strategy has also permitted the government to redirect 
resources towards certain high-priority areas. These include new regional 
development programs for the Atlantic provinces, Quebec, Western Canada and 
Northern Ontario. Increased funding has been provided for science and 
technology and for cultural programs. As well, additional assistance has been 
directed to farmers in financial difficulty through drought assistance, the Special 
Canadian Grains Program and through the establishment of the Farm Debt 
Review Panels. 


The Expenditure Projections 


This section provides an overview of the government’s expenditure projections 
from 1987-88 to 1989-90. The expenditure plan for 1987-88 was first presented 
in the February 1987 budget and updated in the June 1987 White Paper on 
tax reform. 


As indicated in June, the growth in budgetary expenditures was expected to pick 
up in 1987-88, especially when compared to the rates of growth experienced in the 
previous two years. Most of the increase in 1987-88 is attributable to higher public 
debt charges and to increased assistance to grain farmers. Details of budgetary 
expenditures are set out by major program in Table 4.2. 


Public debt charges remain the single largest component of budgetary 
expenditures and, given the high stock of public debt, are very sensitive to changes 
in interest rates. Public debt charges are projected to exert considerable upward 
pressure on expenditure growth in both 1987-88 and 1988-89. These advances are 
largely attributable to the increase in unmatured debt and the increase in interest 


Table 4.2 
Budgetary Expenditures by Major Program 
Actual Forecast 
1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 
(millions of dollars) 


Statutory programs 
Unemployment 


insurance benefits 10,052 10,018 10,444 10,150 10,230 10,610 
Old age security 
benefits 11,418 12525 13,445 14,465 15,530 16,540 
Family allowances 2,418 2,501 2,534 2,565 2,585 2,605 
Canada Assistance 
Plan 3,745 3,916 4,051 4,310 4,470 4,630 
Established Programs 
Financing”) 8,595 8,677 8,839 8,925 9,415 9,845 
Fiscal transfers 6,492 6,525 6,958 7,340 7,825 8,200 
Other”) 5,298 p32 29 955 8,185 7,345 
Total statutory programs 48,018 49,894 52,200 55,710 58,245 SSS) 
Non-statutory programs 
Defence 8,762 9,094 10,006 10,440 11,090 11,795 
Official Development 
Assistance) 2,089 1,814 PE PEST 2,545 2,700 2,780 
Other 27,891 24,991 255201) 27,385 28,160 BUMS 
Total non-statutory programs 38,742 shies) 37,530 40,370 41,950 42,090 
Program spending 86,760 85,793 89,730 96,080 100,195 101,865 
Public debt charges 22,455 25,441 26,658 29,220 32,055 33,035 


Total budgetary 
expenditures 109,215 111,234 116,388 125,300 132-250) 134,900 
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Table 4.2 (cont'd) 


Actual Forecast 
1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 


(percentage change) 


Statutory programs 
Unemployment insurance 


benefits 2.8 —0.3 4.3 —2.8 0.8 Sh) 
Old age security benefits eH OFT 3 7.6 7.4 6.5 
Family allowances 4.0 3.4 es 12 0.8 0.7 
Canada Assistance Plan 3) 4.6 3.4 6.4 3.8 3h5) 
Established Programs 
Financing” 12.7 1.0 1.9 1.0 S15) 4.6 
Fiscal transfers Bhi 0.5 6.6 525 6.6 48 
Other) 20.2 8.2 3.4 34.2 D8) — 10.3 
Total statutory programs 8.9 3 4.6 6.7 4.6 2.6 
Non-statutory programs 
Defence le 3.8 10.0 4.3 6.2 6.4 
Official Development Assistance”) 18.0 —13.2 24.4 12.8 6.0 3.0 
Other 13.3 — 10.4 ili 8.4 52:8 —2.3 
Total non-statutory programs DES —7.3 4.5 7.6 39 0.3 
Program spending 10.5 —1.1 4.6 Tal 4.3 Let 
Public debt charges 24.2 iNis}53) 4.8 9.6 Det 35.1 
Total budgetary expenditures 13.0 1.8 4.6 Vol 55 2.0 


‘) Cash portion only. Including the tax portion, total entitlements are expected to grow at an annual rate of 5 per 
cent over the forecast period. 
(2) Includes payments under the Western Grain Stabilization Act and the Western Grain Transportation Act. 


®) Budgetary cash portion only. 


rates during the latter half of 1987. Lower expected interest rates should restrain 
the growth in public debt charges in 1989-90. 


Program expenditures are expected to increase by 7.1 per cent in 1987-88. After 
1987-88, increases are projected to remain at or below the rate of inflation. The 
increase in statutory programs in 1987-88 largely reflects higher payments to 
farmers under the Western Grain Stabilization program and to railways under the 
Western Grain Transportation Act. Higher tax bases have resulted in increased 
fiscal transfers, while the increase in old age security benefits reflects the growth 
in the population base and the rate of inflation. The impact of these increases is 
dampened by the effect of the improved labour market on unemployment 
insurance benefits. Over the next two years, the average growth in statutory 
program spending is projected to be below the rate of inflation. 


A large part of the increase in non-statutory programs in 1987-88 is due to 
additional assistance to farmers under the Special Canadian Grains Program. In 
1986, assistance of $1 billion was announced of which $700 million was paid in 
fiscal year 1987-88. Payments of $1.1 billion were announced in December 1987 
for 1988, of which $800 million is to be paid in fiscal year 1987-88. Increases in 


Official Development Assistance reflect Canada’s commitment to maintain ODA 
contributions at 0.5 per cent of GNP. The profile of defence expenditures is in 
keeping with the government’s commitment to increase defence spending by 

2 per cent per year in real terms and to provide incremental funding, as fiscal 
circumstances permit, to assist in meeting the objectives of the White Paper on 
defence. Non-statutory spending is expected to increase by 3.9 per cent in 
1988-89, while only a marginal increase is expected in 1989-90. 


Expenditure reduction actions are being introduced in this budget to ensure that 
the costs of the new initiatives do not impact adversely on the deficit track that 
was presented in June 1987 and reaffirmed in this budget. Non-statutory 
expenditures, excluding defence and ODA, will be reduced by $300 million per 
year beginning in 1989-90. As well, given the strength in economic activity in 
1987 and the resulting impact on the fiscal position, it has been possible to bring 
forward into 1987-88 more than $250 million of expenditures originally targeted 
for 1988-89. This action will mainly involve defence expenditures. 


Comparison with the June White Paper 


Table 4.3 compares the current projections of federal budgetary expenditures with 
those of the June 1987 White Paper on tax reform. Since June 1987, the 
government has announced policy initiatives in the areas of regional development, 
science and technology, defence and child care, and has provided further 


Table 4.3 


Changes to Budgetary Expenditures 
Since the June 1987 White Paper on Tax Reform 


1987-88 1988-89 1989-90 


(billions of dollars) 
June White Paper level 124.2 12931 133.0 
Changes since June 
New policy priorities et 1.4 1.4 
Discretionary change in 
non-statutory spending 0.3 = 0:3 —0.3 
Economic and other factors 
Public debt charges 0.7 2.0 1.4 
Program expenditures Sa) 0.1 — 0.6 
February 1988 budget level 12533 13233 134.9 


fe a fe ae ee ee RE EE 
Note: Figures may not add due to rounding. 
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assistance to farmers through a second Special Canadian Grains Program. 
Expenditure actions introduced in this budget will reduce non-statutory 
expenditures, excluding defence and ODA, by $300 million beginning in 1989-90. 
As well, over $250 million of expenditures originally targeted for 1988-89 will be 
brought forward to 1987-88. Higher interest rates in the last half of 1987 account 
for most of the increase in public debt charges. Changes in program spending were 
largely due to the effect of the revised labour market outlook on unemployment 
insurance benefits. 


5. The Structure of Government Revenues 


Introduction 


The need to restore fiscal integrity by reducing the deficit and slowing the growth 
in the national debt was one of the major challenges which faced the government 
at the beginning of its mandate. While the main focus had to be, and was, on 
reducing the growth of federal expenditures, it was recognized that revenue 
increases would also be required. Indeed, the legacy of increasing deficits and the 
steady build-up of public debt which confronted the government in the fall of 1984 
were in part attributable to the declining yield from the revenue structure as the 
growth in federal revenues had fallen behind the growth of the economy. This 
pattern reflected a combination of the various discretionary changes to the tax 
system since the mid-1970s, and the direct and indirect impacts of the 1981-1982 


recession. 


Left unchanged, the revenue structure would have severely limited the 
government’s efforts to achieve ongoing year-over-year reductions in the deficit 
and to stabilize the growth in the debt-to-GDP ratio. Expenditure restraint and 
continued economic growth alone would not have been sufficient to ensure that the 
government’s fiscal objectives were achieved. Simply put, revenue increases were 
necessary to ensure that revenue growth contributed to the goals of reducing the 
deficit and stabilizing the debt-to-GDP ratio over the medium term. 


This chapter reviews the recent developments and prospects for the structure of 
federal government revenues. The chapter begins by reviewing the results of the 
actions taken by the government to restore the yield from the revenue structure 
and the contribution of these actions to the projected growth in revenues. This is 
followed by a summary of the actions taken by the government to restructure 
federal revenues and their implications for fiscal planning. In the final section the 
short-term revenue projections are presented and a comparison with the June 1987 


White Paper projections is provided. 


The main conclusions are: 


e relative to the size of the economy, budgetary revenues are projected to reach 
levels which are no higher, on average, than those that prevailed in the 1970s; 


e the projected increase in budgetary revenues is primarily the result of the 
continued expansion of the economy and the impact on the underlying tax 


bases; 


° actions taken primarily through stage one of tax reform to restructure federal 
revenues will improve the overall fiscal planning environment; and, 


oa| 


, A 


5 
/ a 
persona 
income tax or federal sales and 


e relative to the June White Paper projections, budgetary revenues are higher 


over the short term due largely to higher-than-anticipated economic growth 
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Revenue Growth and Deficit Reduction 


Chart 5.1 traces the yield from the revenue structure beginning in 1970-71. By 
1984-85, budgetary revenues, relative to the size of the economy, had declined 
markedly since the mid-1970s. The discretionary tax changes introduced since the 
fall of 1984 combined with continued economic growth have reversed this 
declining trend. Between 1984-85 and 1989-90, budgetary revenues are projected 
to increase as a percentage of GDP from 15.9 per cent to just under 17.0 per cent, 
and to remain relatively stable thereafter. As a result, budgetary revenues as a 
percentage of GDP are expected to be comparable to those levels that prevailed, 
on average, over the 1970s. 


Expenditure restraint has provided, and will continue to provide, by far the 
greatest contribution to overall deficit reduction. However, as a result of restoring 
the yield from the revenue structure, revenue growth has made a positive 
contribution to deficit reduction. 


Table 5.1 


Change in Budgetary Revenues: 1984-85 to 1989-90 


Change 


1984-85 1989-90 Absolute Per cent 


(billions of dollars unless 


otherwise indicated) (%) 
Total budgetary revenues"”” 1029 [03.2 34.3 48.4 
Gross domestic product 445.6 625.7 180.1 40.4 
Average effective tax rate 
(budgetary revenues as a 
percentage of GDP) ioe) 16.8 0.9 3 
Contribution to change in 
revenues from: 
change in GDP (with constant 
revenue yield) 28.) 84 
change in revenue yield 5.6 16 


() Excludes the impact of the acceleration of remittances by employers of personal income tax source deductions 
and quarterly instalments effective January 1990. This is a one-time increase that does not affect an 
individual’s personal income tax liability. 
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Table 5.1 presents the relative contributions from economic growth and from the 
increase in the average effective tax rate to the projected increase in budgetary 
revenues between 1984-85 and 1989-90. Over the period the average effective tax 
rate increased from 15.9 per cent to 16.8 per cent, partly as a result of the 
discretionary tax measures introduced by the government and partly as a result of 
the interaction of the progressive nature of the tax system with the growth of the 
economy. However, the projected increases in revenue can be attributed primarily 
to the growth of the economy. Between 1984-85 and 1989-90, the nominal GDP is 
projected to grow by $180 billion, an increase of about 40 per cent. With no 
change in the average effective tax rate from that which existed in 1984-85, this 
economic growth would generate almost $29 billion, or 84 per cent, of the increase 
in revenues over this period. Accordingly, the increase in the average effective tax 
rate accounts for $5.6 billion, or only 16 per cent, of the total increase in 
budgetary revenues. 


Restructuring Federal Revenues 
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In addition to increasing the yield from the revenue structure the government has 
taken action to reduce the variability of federal revenues and thus improve the 
overall environment for fiscal planning. As well, the first steps toward rebalancing 
the shares of the three main tax revenue sources have been taken. 


From a fiscal planning perspective, a disturbing outcome of the 1970s and early 
1980s was the significant increase in the variability of federal government 
revenues. While part of the increase in variability reflected the influence of 
economic factors, the changing structure of the tax system contributed as well. 


Past actions had resulted in a tax structure characterized by relatively high tax 
rates and narrow tax bases. The proliferation of selective tax preferences reduced 
the predictability and stability of federal tax revenues. 


The increasing number of selective tax preferences contributed directly to the 
narrowing of tax bases. In order to maintain revenue collections, tax rates had to 
be raised. Moreover, the inherent difficulty in predicting the use of these 
preferences created considerable uncertainty in fiscal planning. 


The relationship between what is earned as income and what is actually paid in 
tax, both across and within sectors, had been substantially altered by the 
increasing use of tax preferences. As a result, changes in the composition of 
income had increasingly important impacts on federal revenue collections, 
increasing the difficulty of predicting federal revenues. Finally, the interaction 
between high tax rates and narrow tax bases encouraged increasingly aggressive 
tax avoidance activities, further eroding the tax bases and making revenues more 
difficult to predict. 


The government’s ability to undertake both short- and medium-term fiscal 
planning had become impaired. Action was necessary to improve the stability and 


predictability of federal tax revenues and enhance the overall environment for 
fiscal planning. 


The initiatives introduced since the fall of 1984, particularly the first stage of tax 
reform, will significantly improve the predictability and stability of federal tax 
revenues. The broadening of the tax bases and the elimination of selective tax 
preferences, combined with lower tax rates, closer convergence of the top personal 
and corporate income tax rates and measures to curtail avoidance, should ensure 
more predictable income tax revenues. As well, the proposed interim changes to 
the federal sales tax will prevent further erosion of the federal sales tax base 
caused by the use of related marketing companies to reduce the value of tax on 
domestic goods. 


The Revenue Outlook to 1989-90 


Table 5.2 presents the projections to 1989-90 for the major categories of 
budgetary revenues. These projections incorporate the impact of the Canada-U.S. 
Free Trade Agreement, the impact of the policy actions related to stage one of tax 
reform and actions taken in this budget. 


In 1986-87-total budgetary revenues increased by 11.7 per cent as the moderating 
influence of declining world oil prices on corporate income tax collections was 
offset by strong advances in personal income tax revenues. In the current fiscal 
year, total budgetary revenues are estimated to increase by 12.0 per cent with 
particularly strong growth estimated for personal and corporate income taxes. In 
1988-89 the growth in budgetary revenues is expected to slow considerably, due in 
part to slower economic growth and the timing and impact of past budget 
measures. A further slowdown in the flow of revenues is projected for 1989-90. 
This is due largely to the transitional impact of stage one of tax reform and to a 
lesser extent the impact of the Canada-U.S. Free Trade Agreement on customs 
import duties. 


Personal income tax growth is expected to remain strong in 1987-88. This strength 
is a reflection of the strong performance of the Canadian economy over the past 
year which translated into significant employment gains, as well as the one-time 
increase in collections associated with the acceleration of source deductions 
remitted by large employers. Over the following two years, personal income tax 
revenues are projected to grow at a much slower pace as the rate of economic 
growth moderates and the reductions in personal income taxes associated with the 
first stage of tax reform begin to take effect. 


Relative to the size of the economy, the flow of revenue from the corporate income 
tax declined over the first half of the 1980s. A number of factors accounted for 
this. First, corporate profits were severely depressed by the 1981-1982 recession. 
Second, the large stock of unused losses and deductions built up and carried over 
from the recession significantly impacted on the pattern of corporate tax 
collections. Third, the dramatic drop in world oil prices in 1986 substantially 
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Table 5.2 


Budgetary Revenue Projections 


1986-87" 1987-88 1988-89 1989-90 


(millions of dollars) 


Personal income tax 37,878 44,100" 45,410 47,590 
Corporate income tax 9,885 11,400 12,000 13,500 
UI contributions 9,558 10,440 10,600 LO235 
Sales and excise taxes/duties 21,013 22,080 26,855 26,810 
Other revenues 7,449 8,030 8,440 $3175 
Total budgetary revenues 85,783 96,050 103,305 106,310 


(percentage change from previous year) 


Personal income tax 14.8 16.4 3.0 4.8 
Corporate income tax I3 1933 523 125 
UI contributions 9.6 On IS —3.4 
Sales and excise taxes/duties 7.8 Sok 21.6 —0.2 
Other revenues 16.4 7.8 Sl —3.] 
Total budgetary revenues Lia? 12.0 7.6 29 


(as a percentage of GDP) 


Personal income tax 7.4 8.0 det 7.6 
Corporate income tax 19 pxa| 2.0 Dee 
UI contributions 19 1-9 1.8 1.6 
Sales and excise taxes/duties 4.1 4.0 4.6 4.3 
Other revenues LES 15 1.4 1-3 
Total budgetary revenues 16.8 17.4 17.6 17.0 
") Actual. 

(2) Estimate. 

@) Forecast. 


‘4) Includes the impact of the acceleration of the remittance of source deductions for large employers and the 
acceleration of quarterly personal income tax instalments. The revenue impacts of these initiatives are 
$1.2 billion and $1.1 billion in 1987-88 and 1989-90, respectively. 

‘) Includes $1.6 billion related to the acceleration of federal sales and excise tax payments. 


reduced the profits of the petroleum industry. Fourth, increasingly aggressive tax 
avoidance activity was eroding the tax base. 


A strong recovery in corporate profits has been under way since late 1986 and is 
expected to continue. Together with the actions of the government to curtail tax 
avoidance, this will result in corporate income tax collections outpacing the growth 
of the economy on average over the next two years. 


The main components in the sales and excise taxes and duties category are the 
federal sales tax, customs import duties and motive fuel excise taxes. The growth 
in this category of revenues is expected to moderate significantly in the current 
fiscal year. This is in direct contrast to the strength in consumer and business 
expenditures over the past year. The reasons underlying the expected slowdown 
include the final round of tariff rate reductions as specified under the 1979 
Multilateral Trade Negotiation Agreement, reductions in the quarterly indexation 
factor applied to the federal sales tax rate for gasoline and diesel fuel, the 
elimination of the Petroleum and Gas Revenue Tax effective October 1986, and 
increased sales tax avoidance activity. 


In 1988-89, revenues from sales and excise taxes and duties are projected to 
increase by nearly 22 per cent. Continued advances in consumer and business 
expenditures, the $1.6 billion one-time increase in revenue associated with the 
acceleration of sales and excise tax payments, the increase in the federal sales tax 
rate on tobacco products and alcoholic beverages announced on December 16, 
1987, and the one cent per litre increase in the excise tax on gasoline introduced in 
this budget account for much of the projected increase. The slowdown in revenue 
growth in 1989-90 is due primarily to the large one-time increase in revenues in 
1988-89, but also reflects the loss of customs import duties associated with the 
phase-in of the Canada-U.S. Free Trade Agreement. Excluding the impact of the 
one-time acceleration of sales and excise tax payments, sales and excise taxes and 
duties are projected to increase by 14.4 per cent and 6.2 per cent in 1988-89 and 
1989-90, respectively. 


Strong advances in employment in 1987 account for the increase in 
employer/employee contributions to the Unemployment Insurance Account of 
about 9 per cent in 1987-88. Unemployment insurance contributions are projected 
to increase marginally in 1988-89 and to decline thereafter. This profile is a direct 
result of two factors. First, the projected growth in average weekly earnings over 
the planning period translates into moderate increases in the maximum insurable 
earnings level. Second, steady advances in employment will improve the financial 
position of the Unemployment Insurance Account. 


The other revenue category is comprised of non-resident withholding taxes, 
miscellaneous indirect taxes, return on investments and other non-tax revenues. In 
the current fiscal year other revenues are projected to increase by about 8 per cent 
due largely to the impact of the sale of Teleglobe Canada. Thereafter, other 
revenues are projected to increase marginally. 


Comparison of Revenues with the June 1987 White Paper 


Table 5.3 compares the current projections for federal government revenues with 
those contained in the June 1987 White Paper. The changes between the two 
projections are divided into those attributable to changes in the economic 
environment and those relating to policy actions. 
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Table 5.3 


Changes to Budgetary Revenues 
Since the June 1987 White Paper on Tax Reform 


1987-88" 1988-892 1989-90 


(millions of dollars) 


June 1987 White Paper level 94,885 100,200 104,410 
Changes due to major policy actions 
Increase in excise tax on gasoline 21> 300 
Phase-out of bilateral tariffs —55 — 460 
National Strategy on Child Care — 135 — 330 
Sub-total 85 — 490 


Changes due to economic 
and other factors 


Personal income tax 280 1205 1,010 

Corporate income tax 1,200 900 1,200 

UI contributions 140 —15 — 440 

Sales and excise taxes/duties —95 280 385 

Other revenue — 360 630 235 

Sub-total Ie LGS 3,020 2,390 
Total changes 1,165 BeOS 1,900 
February 1988 budget level 96,050 103,305 106,310 
(1) Estimate. 


2) Forecast. 


In 1987-88, estimated budgetary revenues are $1.2 billion higher than projected in 
the June White Paper. This is the direct result of the impact of stronger-than- 
anticipated economic growth in 1987 on the underlying income tax bases. 
Although retail sales have grown more sharply than expected last June, sales tax 
revenues have increased less rapidly than anticipated, reflecting increasingly 
aggressive sales tax avoidance activity. 


While the modifications to stage one of tax reform announced on December 16, 
1987 were deficit-neutral, the changes resulted in decreases in personal income tax 
receipts with offsetting increases in both corporate income tax and sales tax 
revenues. In addition, although the rate of economic growth is expected to slow in 
1988, the higher levels of income in 1987 continue to contribute to higher tax 
bases relative to the June forecast in 1988-89 and 1989-90. As a result, the 


projected levels of personal and corporate income tax revenues have increased 
significantly. Sales and excise tax revenues will also be higher, mainly reflecting 
stronger levels of retail sales but also partly influenced by the increase in the 
federal sales tax rate on tobacco products and alcoholic beverages announced on 
December 16, 1987 and the changes to licensed wholesalers’ provisions announced 
in this budget. Unemployment insurance contributions are, on balance, slightly 
lower than forecast in June. 


Policy actions taken since June 1987 have also altered the revenue outlook, but to 
a much lesser extent. On balance, these actions are estimated to increase revenues 
by $85 million in 1988-89 and to reduce revenues by $490 million in 1989-90. Of 
these amounts, the one cent per litre increase in the excise tax on gasoline 
introduced in this budget is estimated to increase revenues by $275 million in 
1988-89 and by $300 million in 1989-90. Offsetting these increases are the 
reductions in personal income taxes associated with the increase in the maximum 
child care expense deduction and the supplement to the refundable child tax credit 
that form part of the government’s National Strategy on Child Care, and the 
decline in customs import duties due to the first round of tariff rate reductions 
associated with the Canada-U.S. Free Trade Agreement. 
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6. The Medium-Term Fiscal Projections: 
Holding to the Fiscal Principles 


The Fiscal Strategy 


While the previous chapters of this document have focused on the fiscal plan to 
1989-90, the discussion in this chapter turns to the medium-term fiscal projections 
through 1992-93 (Table 6.1). 


The projections are based on the medium-term economic assumptions in the 
budget document entitled Canada’s Economic Prospects: Looking Ahead to the 
1990s. The projections include the fiscal impacts of stage one of tax reform and 
the phasing-out of customs import duties under the Canada-United States Free 
Trade Agreement. 


Table 6.1 


Key Fiscal Indicators Over the Medium Term 


1984-85) 1989-90 1992-93 


(billions of dollars) 

_ Budgetary revenues 70.9 106.3 128.3 
Budgetary expenditures 109.2 134.9 147.8 
Budgetary deficit 38.3 28.6 hes 
Financial requirements”? 29.8 3.7 9.2 
Net public debt 194 350.9 419.6 
Gross domestic product 445.6 G25) 760.9 

(percentage of GDP) 
Budgetary revenues 15,9 17.0 16.9 
Budgetary expenditures 24.5 21.6 19.4 
Budgetary deficit 8.6 4.6 2.6 
Financial requirements” 6.7 3.0 i? 
Net public debt 44.7 56.1 pel 


Note: Figures may not add due to rounding. 


{) Actual. 
() Forecast. 
@) Excluding foreign exchange transactions. 


at 
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The government’s medium-term fiscal strategy has been guided by four planning 
principles: 


e toreduce the growth of the public debt to no more than that of the economy 
over the medium term: that is, to stabilize the debt-to-GDP ratio; 


e to achieve continuing, sizeable year-over-year reductions in the deficit; 


e to achieve substantial year-over-year reductions in the government’s financial 
requirements; and, 


e¢ toensure that the greater part of the fiscal progress is achieved through 
effective expenditure restraint and good management. 


The government has consistently followed these principles, despite the impact on 
the deficit of unforeseen developments, principally the dramatic drop in 
international oil and grain prices that occurred in 1986. The budget reaffirms 
these fiscal principles. 


A medium-term fiscal strategy has been put in place marked by ongoing 
expenditure restraint and a stable revenue yield. This structure will help ensure 
that, with moderate economic growth, the deficit remains on a downward track 
and the debt-to-GDP ratio stabilizes and then declines. Financial requirements 
drop sharply. Over 80 per cent of the reduction in the deficit relative to the size of 
the economy by 1992-93 is accounted for by reduced spending. 


While substantial progress has been made in implementing the fiscal strategy, 
developments in recent years such as sharp international movements in oil and 
grain prices have shown that the fiscal situation remains exposed to unforeseen . 
events. Canada’s medium-term economic and fiscal prospects will be importantly 
affected by international economic developments, in particular the progress the 
major industrial economies make in resolving current world imbalances. With the 
extent of the risks and uncertainties that are now present in the international 
economy, it is all the more important that continued progress be made in 
improving and strengthening the underlying economic and fiscal structure of the 
Canadian economy. Continued adherence to the principles of the fiscal strategy, in 
conjunction with the substantial actions already taken, will help to ensure that the 
government has the flexibility to respond to unforeseen developments and that the 
fiscal situation remains a positive contributor to economic growth. 


The Fiscal Principles 


Principle: To Reduce the Growth of the Public Debt to No More Than the Growth of the 
Economy (Chart 6.1) 


During the four years ending in 1984-85, the public debt had risen by 23.5 per 
cent per year. In the absence of policies to correct this trend, the debt would have 
continued to grow rapidly. With the fiscal strategy introduced in the fall of 1984 
and continued in successive budgets, the growth of debt slows progressively over 
the medium term. By 1991-92, the debt-to-GDP ratio declines. This is the first 
decline in the debt-to-GDP ratio since 1974-75. 


Principle: To Achieve Continuing, Sizeable Year-Over-Year Reductions in the Budgetary 
Deficit (Chart 6.2) 


Continuing reductions in the deficit are required to stabilize the debt-to-GDP 
ratio. From a peak of $38.3 billion in 1984-85, the deficit declines steadily through 
the planning period, dropping to below $20 billion by 1992-93. Relative to GDP, 
the deficit is projected to decline from a peak of 8.6 per cent in 1984-85 to 

2.6 per cent by 1992-93. Relative to the size of the economy, this would be the 
lowest deficit since the mid-1970s. 


Principle: To Ensure Substantial Year-Over-Year Reductions in Financial Requirements 
(Chart 6.3) 


Financial requirements represent a comprehensive measure of the government’s 
demands on capital markets. After reaching $29.8 billion in 1984-85, financial 
requirements are projected to drop to less than $10 billion by 1992-93. Relative to 
GDP, financial requirements drop from 6.7 per cent in 1984-85 to 1.2 per cent in 
1992-93. 


Principle: To Make Expenditure Control and Good Management the Primary Focus of 
Fiscal Restraint (Chart 6.4) 


The steady improvement in the deficit over the medium term reflects both ongoing 
expenditure restraint and a stable revenue yield. Once the transitional adjustments 
of the first stage of tax reform are completed in 1989-90, the yield of the revenue 
structure stabilizes just below 17 per cent of GDP. 


With ongoing restraint built into the expenditure framework, budgetary 
expenditures decline substantially relative to the size of the economy. From 

24.5 per cent of GDP in 1984-85, expenditures decline to 21.6 per cent in 
1989-90, accounting for 75 per cent of the reduction in the deficit as a ratio to 
GDP. By 1992-93, expenditures decline to 19.4 per cent of GDP and account for 
over 80 per cent of the reduction in the deficit. 
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Chart 6.1 


The Fiscal Planning Principles 
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Chart 6.4 
The Fiscal Planning Principles 


Expenditures, Revenues and Deficit Relative to GDP 
1984-85 and 1992-93 


as a percentage of GDP 
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Contributions to Deficit Reduction Relative to GDP 
From 1984-85 to 1992-93 


Expenditures 
84% 


Revenues 
16% 


43 


Pein yl ai), Wat zeit! ae Tallin Quel udruan» 
b- LOC 1 ge Gh. hat aipes't 


Annexes 


iy 


Introduction and Overview 


This section contains five annexes that provide background material on budget 
deficits, expenditures and revenues. In addition, for further reference, a number of 
historical fiscal tables are included at the end of this section. The information is 
provided here as it complements the public accounts fiscal presentation which 
formally accompanies the budget and which is presented in Chapters | to 6 of this 
document. 


Much of the information in these annexes is presented on the basis of the national 
accounts accounting framework. The national accounts treatment of the 
government sector has a number of important attributes. First, the national 
accounts measure current income and production and are the most widely used 
indicator of current economic activity. Second, the national accounts framework 
facilitates aggregations and comparisons of the various levels of government — 
federal, provincial, local and hospitals, and the Canada and Quebec Pension Plans. 
Finally, the national accounts framework is the most widely used system for 
comparing budget balances among industrial countries. Under the auspices of the 
United Nations and the Organization for Economic Co-operation and 
Development (OECD), government budget balances for member countries have 
been brought within the standardized framework of the national accounts system. 
National accounts data for all OECD countries are published regularly. 


Annex | presents the federal government’s fiscal projections on a national 
accounts basis. The major conceptual differences between the national and public 
accounts are discussed and the fiscal projections on the two accounting systems 
are reconciled. The national accounts deficit is lower than the public accounts 
budgetary deficit. The two deficit measures tend to move in tandem, however, and 
the substantial progress made in reducing the budgetary deficit in recent years is 
mirrored in the decline in the national accounts deficit. 


Annex 2 reviews fiscal developments and prospects for the total government sector 
in Canada. The total government sector consists of the federal government, the 
provincial-local sector including hospitals (PLH) and the Canada and Quebec 
Pension Plans. Relative to GDP, the total government deficit rose sharply in the 
first half of the 1980s but more recently has been declining. The projected ongoing 
improvement in the total government deficit is dominated by improvement at the 
federal level, which in turn reflects the projected decline in federal expenditures 
relative to GDP. 


Annex 3 presents fiscal comparisons among the Group of Seven (G-7) — the seven 
major countries of the OECD. The G-7 comparisons, which are done on a national 
accounts basis, point out both the sharper run-up in central and total government 
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deficits in Canada in the first half of the 1980s and the substantial progress that 
has been made since then in addressing fiscal imbalances in Canada. The annex 
compares as well the progress in restraining the growth of net debt in Canada and 
the other G-7 countries. It also presents a direct comparison of federal government 
fiscal developments in Canada and the United States, on a public accounts basis, 
showing that the two countries’ deficit and debt levels are broadly similar relative 
to economic activity today after diverging significantly over the first half of 

the 1980s. 


Annex 4 discusses other measures of the federal government’s fiscal situation: the 
primary balance — the budget balance excluding net public debt charges — and the 
structural balance — the budget balance adjusted for cyclical economic influences. 
The substantial improvements in the primary budget balance reflect the 
government’s increasing ability to pay for its programs out of current revenues; 
ongoing improvement of the primary balance is a critical prerequisite for 
stabilizing the debt-to-GDP ratio. The improvement in the primary structural 
balance provides an indication of the impact of discretionary measures the 
government has introduced to reduce the deficit since the fall of 1984. 


Annex 5 examines the sensitivity of the federal government’s budget balance to 
changes in key economic variables. These rule-of-thumb estimates indicate the 
degree of sensitivity of the fiscal balance to changes in real output and to changes 
in interest rates. The analysis indicates that the federal government’s fiscal 
position is particularly sensitive to movements in interest rates given the large 
outstanding stock of debt. 


Annex 1 


The Fiscal Projections on a National Accounts Basis 


This annex presents the fiscal projections on a national accounts basis. The major 
conceptual differences between the national and public accounts are discussed and 
reconciliations of the fiscal projections on the two accounting frameworks are 
presented. Although there are some important conceptual differences between the 
two accounting frameworks, trends in federal revenues, expenditures and deficits 
on both accounting frameworks have been similar in recent years, and are 
projected to remain so. 


On a national accounts basis, the federal deficit peaked at $33.2 billion or 7.5 per 
cent of GDP in 1984-85 and has declined steadily since then to $23.3 billion, or 
4.2 per cent of GDP, by 1987-88 (Table A.1.1). The deficit is expected to decline 


Table A.1.1 


Federal Revenues, Expenditures and Deficits, 
National Accounts Basis, 1981-82 to 1989-90” 


Revenues Expenditures Deficit 
billions billions billions 
of per cent of per cent of per cent 


dollars of GDP dollars of GDP dollars of GDP 


Actual 
1981-82 66.9 18.8 fy) 213 9.0 Ihe) 
1982-83 66.4 Mi 89.9 24.0 pi) 6.3 
1983-84 qles 17.6 97.4 24.0 26.1 6.4 
1984-85 71.9 Nise) et 24.9 33.2 1B) 
1985-86 85.0 ied 113.0 23.6 28.0 5.8 
1986-87 92.8 18.2 118-3 pe: 25.6 5.0 
Projected 
1987-88 104.1 18.8 127.4 23) 2353 4.2 
1988-89 1127 19.2 134.7 22.9 2D) aaa! 
1989-90 LS 18.8 Lae 22.0 2072 a 


“) Totals may not add due to rounding. 
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further to $20.2 billion, or 3.2 per cent of GDP, in 1989-90. This represents almost 
a 60-per-cent decline in the deficit relative to GDP from the level recorded in 


1984-85. The national accounts deficit is projected to continue to decline 


steadily over the medium term, dropping to 1.2 per cent of GDP by 1992-93 
(Chart A.1.1). The projected decline in the deficit is achieved largely through 
restraint in the rate of growth in federal spending. As a ratio of GDP, revenues 
remain relatively stable over the projection period while the expenditure share 
declines steadily. The details of the national accounts revenue and expenditure 
projections are provided in Table A.1.2. 


Table A.1.2 


Government of Canada Revenues and Expenditures 


National Accounts Basis 


Revenues 
Direct taxes, persons 
Direct taxes, corporations 
Direct taxes, non-residents 
Indirect taxes 
Other current transfers 

from persons 

Investment income 


Current revenues 
Capital consumption 
allowances 


Total revenues 
Expenditures 

Current goods and services 

Capital consumption 
allowances 

Other 

Transfer payments to persons 

Transfers to other levels of govern- 
ment 

Current transfers to 
non-residents 

Subsidies 

Capital assistance 

Public debt interest 


Current expenditures 
Gross capital formation 


Total expenditures 
Current balance 


Total deficit 


“) Actual. 
(2) Estimate. 
(3) Forecast. 


1986-87") 


1987-88”) 


1988-89 


1989-90) 


(millions of dollars unless otherwise indicated) 


50,125 
9,695 
1,448 

21,324 


24 
8,778 


91,394 
379. 
O23 
24,220 
1399 
22,841 
33,019 
21,530 
1,904 
5,384 
2,453 
26,928 


116,138 
2,170 


118,308 
24,744 
295.535 


57,025 
1335 

1,205 
23,210 


be) 
9,580 


102,630 
1,505 
104,135 
25,660 
1505 
24,155 
34,990 
252910 
2,140 
4,930 
vip) El We) 
28,920 


1255325 
2,075 


127,400 
— 22,695 
— 23,265 


58,865 
12,520 

1,460 
27,845 


30 
10,315 


111,035 
1,675 
112,710 
27,080 
1,675 
25,405 
37,075 
24,770 
2,240 
7,900 
1,825 
31,820 


1327710 
1,980 


134,690 
— 21,675 
— 21,980 


60,850 
14,005 

1,615 
27,970 


30 
11,165 


115,635 
1,825 
117,460 
28,080 
1,825 
20,259 
38,560 
25,800 
2,310 
6,220 
1,980 
32,770 


135,720 
ie We 


137,695 
— 20,085 
— 20,235 
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Major Conceptual Differences Between the Two Accounting Systems 


The differences between the deficit on a national accounts and on a public 
accounts basis arise because the two accounting frameworks are designed for 
different purposes. The major conceptual differences which distinguish them are: 
the treatment of the government employees’ pension accounts for which the 
government acts as trustee; cash versus accrual recording; profits or losses 
generated from the sale of capital assets; capital consumption allowances; net 
versus gross recording; and, other miscellaneous adjustments. 


Chart A.1.2 indicates the national accounts deficit is considerably lower than the 
budgetary deficit as recorded on a public accounts basis, due primarily to the 
different accounting treatment of government employees’ pension funds. For 
example, in 1987-88 the national accounts deficit is estimated to be about 

$6 billion less than its public accounts counterpart. However, both measures of the 
deficit have tended to move symmetrically in the past, and are projected to 
continue this pattern. 


The following is a brief discussion of the major differences between the two 
accounting systems: 


Government Employees’ Pension Accounts 


Government employee pension benefits are financed through employer and 
employee contributions and interest generated on surplus funds. National accounts 
revenues include employer-employee contributions and interest earnings. On the 
expenditure side, the national accounts include all benefit and interest payments. 


There are no transactions pertaining to the employees’ pension accounts on the 
revenue side of the public accounts. On the expenditure side, the public accounts 
include only the government’s contribution as an employer, interest paid on 
surplus funds (included in interest on the public debt) and indexed pension 
payments not financed from employees’ accounts. 


As a result of the different treatment of these accounts, the national accounts 
deficit is lower than the public accounts deficit. The annual surplus of the 
superannuation accounts is estimated to be about $5.7 billion in 1987-88, nearly 
the entire difference between the two deficit measures. 


Cash Versus Accrual Recording 


a, 


Revenues in the public accounts are recorded on a collections, or cash, basis. 
While the major portion of national accounts revenues is accounted for on a cash 
basis, certain items, the most important of which is corporate income tax revenue, 
are reported on a liability (accrual) basis. 


On the expenditure side, the impact of cash versus accrual recording is relatively 
minor other than the treatment of supplementary period transactions. The public 


Chart A.1.2 


Alternative Measures of the Federal Balance 
1981-82 to 1989-90 (Fiscal Years) 
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accounts have a supplementary accounting period after March 31 in which the 
costs of goods purchased and services rendered are charged to the year to which 
they are delivered. In the national accounts only a portion of these transactions are 
accounted for in the year to which they pertain. 


The Sale of Capital Assets 


The proceeds from the sale of capital assets are not reflected in the national 
accounts as these do not give rise to current production. In the public accounts, 
gains on the sale of capital assets are included in revenues while losses are 
included in expenditures. 


The different treatment of gains or losses generated from the sale of capital assets 
has some important implications for privatization initiatives. For example, in 
April 1987 the federal government sold Teleglobe Canada. The gain from this 
transaction was not reflected in the national accounts while the public accounts 
recorded the gain from the sale. 


Capital Consumption Allowances 


The purchase of capital assets in the public accounts, such as expenditures on 
buildings and machinery and equipment, is recorded as a budgetary expenditure in 
the year of acquisition. The national accounts, by comparison, recognize that a 
contribution is made by these assets well beyond the year they are purchased or 
constructed. As a result, the national accounts include an allowance for the 
consumption of capital assets based on replacement costs. In addition to 
introducing a parallel to private sector depreciation, this approach is useful for 
analyzing the government’s total stock of capital assets and the annual net 
additions to this stock. 


Net Versus Gross Recording 
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A number of budgetary transactions recorded on a net basis in the public accounts 
give rise to separate entries for revenues and expenditures in the national accounts 
and vice versa. While net versus gross recording affects the magnitude of revenues 
and expenditures in the two accounting frameworks, it has no impact on the 
relative magnitudes of the two deficit measures. 


The payments to cover deficits of government business enterprises, which are 
outside the government accounting entity in the public accounts, are recorded as 
budgetary expenditures while remitted profits are recorded as budgetary revenues. 
In the national accounts, deficit payments are netted against the remitted profits 
of government business enterprises. In addition, a number of items including the 
sale of goods and services are recorded on a gross basis in the public accounts but 
on a net basis in the national accounts. Revenue from the air transportation tax is 


recorded on a gross basis in the national accounts but is netted against 
expenditures of the Airport Revolving Fund in the public accounts. 


Other Adjustments 


The national accounts include the financial transactions of certain special funds 
and agencies which are not incorporated in the public accounts. These financial 
transactions are composed largely of non-commercial agencies — such as Atomic 
Energy of Canada, the National Arts Centre, and the Cape Breton Development 
Corporation — and are included in national accounts revenues and expenditures. In 
the public accounts, only budgetary appropriations to these special funds and 
agencies are recorded. 


Other miscellaneous adjustments arise as a result of conceptual differences 
between the two forms of presentation. These items include such transactions as 
the provision for valuation of assets and liabilities and write-offs; government 
contributions to the Unemployment Insurance Account on behalf of its employees; 
and changes in inventories. 


Fiscal Projections and Public and National Accounts Reconciliation 


Tables A.1.3 and A.1.4 present detailed reconciliations of public accounts 
budgetary revenues and expenditures with their national accounts counterparts. 
As discussed above the significant reconciliation adjustments occur on the revenue 
side, the most important of which is to account for the different treatment of 
government employees’ pension accounts. 


a8) 


Table A.1.3 


Government of Canada Revenues 
Public Accounts and National Accounts Reconciliation 


1986-87 1987-88 1988-89 1989-90 


(millions of dollars) 


Budgetary revenue — public 


accounts 85,783 96,050: 7 10353055 § 106,310 
Adjustments 
Deficits of government 
business enterprises “ — 938 — 668 — 589 — 503 
Excess of accruals over 
collections ‘“ — 694 185 520 505 
Government employees’ 
pension accounts “® 6,497 7,446 8,148 8,746 
Capital consumption 
allowances °” 1,379 £505 L675 1825 
Investment income °*? 724 332 — 240 280 
Other non-tax revenue °” — 284 — 651 —722 — 564 
Miscellaneous “'® 306 — 64 613 861 
Net adjustments 6,990 8,085 9,405 LIT 50 
Total revenue — national 
accounts 925113 104,135 2710 117,460 
Actual. 
(2) Estimate. 
G) Forecast. 


(4 


In the public accounts, deficits of government business enterprises are a charge to budgetary expenditures, 

whereas in the national accounts these deficits are deducted from remitted profits of other government 

business enterprises. 

This adjustment primarily reflects the excess of accruals over collections for the corporate income tax. 

Government pensions, social security receipts and the income of certain special funds are treated as non- 

budgetary transactions in the public accounts whereas in the national accounts these transactions are included 

in government revenue. 

‘) This adjustment reflects the fact that the national accounts revenues include capital consumption allowances 
which are not included in the public accounts. 

‘S) This adjustment reflects mainly the netting of the payments to cover deficits of government business 

enterprises which are recorded as budgetary expenditures in the public accounts. 

This adjustment reflects the differences in the treatment of other current transfers from persons and 

miscellaneous indirect taxes between the national and public accounts. 

Major items include adjustments for proceeds from the sale of existing capital assets, the air transportation 

tax, imputed items and the different treatment of revenue in the supplementary accounting period in the two 

accounting systems. 


(S 


(6) 


(9) 


(10) 


Table A.1.4 


Government of Canada Expenditures 
Public Accounts and National Accounts Reconciliation 


1986-87' 1987-88 1988-89° 1989-900) 


——— Se a ee 


(millions of dollars) 


Budgetary expenditures — public 


accounts 116,388 125,300 132,250 134,900 
Adjustments 
Deficits of government 
business enterprises “ — 938 — 668 — 589 — 503 
Funds and agencies © 193 348 487 533 


(1) 
(2 


(3 


Government employee 
pensions and social 


security disbursements “ L718 1,817 1,838 1,847 
Capital consumption 

allowances °”? 1,379 0S L675 1,825 
Miscellaneous “? — 432 — 902 —971 — 907 
Net adjustments 1,920 2,100 2,440 2-199 

Total expenditures — national 

accounts 118,308 127,400 134,690 137,695 
Actual. 
Estimate. 
Forecast. 


(4 


(S 


(6 


(7 


(8 


In the public accounts, deficits of government business enterprises are charged to budgetary expenditures 
whereas in the national accounts these deficits are deducted from remitted profits of other government 
business enterprises. 

In the national accounts, budgetary appropriations to various funds and agencies are replaced by the actual 
expenditures of these funds and agencies. This adjustment reflects the residual of expenditures over transfers. 
In the public accounts, government employee pensions are treated as non-budgetary transactions whereas, in 
the national accounts, these transactions are included as government expenditures. This item also includes the 
government’s contribution as an employer for unemployment insurance. 

This item represents the imputed depreciation on the government stock of fixed capital. 

These miscellaneous items reflect valuation reserves, and write-offs; the purchase of existing capital assets; 
imputed banking services; and an adjustment for the different treatment of expenditures in the supplementary 
period in the two accounting systems. 


Sy. 


>is 4 


ee ee ee ee 9 Oe! ge) ~aete wei 1 


eee) pies ie oS spre a. a ee a aie (que 
ae 7 we ORD 
a Spee rea ee ae “wane ad owe 
care Cube SFY Oe AG Ot te - eaung. <i! Ga my ih ® Geena 

ior 0 Cem Repay ger gE ame an asa? pty Oe SSD 3 
ot] atv? 4) Gia (2 ~ (Uni paD=e) a) eS Gi® ed 
_ Be 26, Se Be ee 

eh Arie, © DORAN. Ci CA OREN Cpa adic 


—— Uatiane naa ieetnb=, Gane aeeehs ea p< ae 
pin S rr OBO oR, ss a hey ——, of GER en Gea 


_ oa > <aw * wan 2 . FST ee 
in ' (a= Pils «@ (am essere Ge (Es 7 
° Saw i. Pions (im 9h¢@ Pe Ga! ae ane oe 7 ‘ 
Gees wel 86 nw pe DS eee ee _— 
a _ > Shieh (so PF Oaeb FSe VY (ath CODD a 
(rh a4 PO EAS OS" Sae & Geer 


Annex 2 


Total Government Sector Budget Balances 
and Net Debt 


Introduction 


This annex reviews recent developments and prospects for total government sector 
budget balances and net debt in Canada. The total government sector includes the 
federal government, the provincial-local government sector including hospitals 
(PLH), and the Canada and Quebec Pension Plans (C/QPP). 


Fiscal projections are consistent with the economic forecast described in the 
document Canada’s Economic Prospects: Looking Ahead to the 1990s and with 
the public accounts federal fiscal projections contained in the body of this 
document. All data in this annex are, however, expressed on a national accounts 
basis and, unlike Annex I, are presented on a calendar year basis. The national 
accounts data ensure consistency across jurisdictions, thereby facilitating inter- 
governmental sector comparisons and consolidations. Historical time series on the 
budget balances and net debt for the total government sector and its components 
are provided in the fiscal reference tables at the end of this document. 


The main features of this review are the following: 


(1) Total government sector deficits have been reduced significantly since 
1985. The total government sector deficit has fallen from its peak of 
7 per cent of GDP in 1985 to 4 1/2 per cent in 1987. Deficit reduction 
has reflected expenditure restraint in conjunction with strong economic 
growth. In large measure, the evolution of total government sector 
deficits has reflected developments at the federal level. 


(2) PLH deficits are generally small but some provinces experienced a run- 
up in deficits in late 1985 and 1986 as a result of sharp declines in oil, 
gas and grain prices. The affected provinces took measures to 
significantly reduce their deficits in 1987. 


(3) Federal and PLH fiscal policies, in conjunction with C/QPP surpluses, 
are positioned to ensure ongoing deficit reduction such that the debt-to- 
GDP ratio for the total government sector is projected to stabilize at the 
end of the 1980s. 


oD 


Deficits and Debt Overview 


The total government sector deficit has fallen sharply since the mid-1980s, from 
7 per cent of GDP in 1985 to 4 1/2 per cent in 1987. Deficits are projected to 
decline further over the short and medium term, dropping below 2 per cent of 
GDP in the early 1990s. The total sector’s debt-to-GDP ratio is projected to peak 
in 1989 and decline thereafter (Chart A.2.1). 


The evolution of total government sector deficits and debt has been largely 
dominated by movements at the federal level, including both the run-up in deficits 
and associated rapid growth of debt in the period to 1985, and the improvement 
which has followed since then (Chart A.2.2). 


The federal deficit has declined from the equivalent of nearly 7 per cent of GDP in 
1985 to about 4 per cent in 1987. Federal debt growth has slowed from roughly 

29 per cent in 1984 to 12 per cent in 1987. Deficits are projected to decline further 
and, as with the total government sector, the debt-to-GDP ratio peaks in 1989 and 
subsequently declines. 


PLH containment of deficits and debt growth was interrupted in the mid-1980s 
mainly due to adverse oil, gas and grain price developments. For the most part, 
recent fiscal actions taken by provinces have been designed to assure deficit 
reduction over the short and medium term. The overall PLH deficit declined from 
1.2 per cent of GDP in 1986 to 0.6 per cent in 1987, and is expected to average 
less than 0.5 per cent of GDP from 1988 onwards. The PLH debt-to-GDP ratio is 
expected to remain stable from 1988 on as well. 


Throughout the historical and forecast periods, surpluses have been recorded and 
are projected to continue in the C/QPP. These surpluses are broadly of the same 
order of magnitude as PLH deficits, averaging about 0.5 per cent of GDP. 


Expenditures 
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Much of the improvement since 1985 in the total government sector’s fiscal 
position has been due to expenditure developments. Total government 
expenditures rose sharply in the early 1980s, levelled out relative to GDP in the 
mid-1980s, and turned down in the last two years, as depicted in Chart A.2.2. On 
the whole, a downward trend is expected over the medium term. Relative to GDP, 
there have been declines in government wage bills, capital expenditures and 
capital assistance, while transfers to persons have been maintained. Reduced 
program spending has more than offset higher public debt charges. These trends 
are forecast to continue in the years ahead, with the exception of debt charges, 
where a slowdown in growth rates is projected. 


For the federal government, most of the increase in the deficit-to-GDP ratio over 
the period from 1982 to 1984 followed from expenditure-side developments. 
Higher interest rates, combined with the impact of the recession on statutory 
expenditures and discretionary actions, resulted in the federal expenditure ratio 


Chart A.2.1 
Total Government Sector Fiscal Trends* 


(National Accounts Basis, Calendar Years) 


Budgetary Deficits Direct Debt 

g as a percentage of GDP 45 as a percentage of GDP 

6 35 

4 25 

2 15 

0 : s) 

1980 1987 1992 1980 1987 1992 

Historical Forecast Historical Forecast 


* Includes the federal government, the provincial-local government sector (including hospitals), 
and the Canada and Quebec Pension Plans. 


Sources: Statistics Canada, National Income and Expenditure Accounts, cat. 13-001; 
and Department of Finance. 
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Chart A.2.2 
Comparison of Federal and 


Provincial-Local* Government Fiscal Trends 
(National Accounts Basis, Calendar Years) 


Budgetary Deficits 
as a percentage of GDP 
8 ; 
Federal 
6 
4 
2 
. Be 
1980 1987 1992 
Historical Forecast 
Expenditures 
as a percentage of GDP 
28 
26 
24 
22 Pederalee 
20 
18 
1980 1987 1992 


Forecast 


* Includes Hospitals (PLH). 
**Includes transfers to PLH. 


Historical 


Direct Debt 
: as a percentage of GDP 


35 
Federal 
25 
Is PLH 
popes Sele a 
1980 1987 1992 
Historical Forecast 
Revenues 


6 as a percentage of GDP 


| Le 
24 


22 

20 

18 Federal 

16 area 

1980 1987 1992 
Historical Forecast 


***Tncludes transfers from Federal. 


Sources: Statistics Canada, National Income and Expenditure Accounts, cat. 13-001; 


and Department of Finance. 


rising nearly 4 percentage points over this three-year period, to 24 per cent of 
GDP. Discretionary action and strong economic growth has resulted in the federal 
spending ratio declining in 1986 and 1987 and further declines continue over the 
medium term. By the early 1990s, federal expenditures relative to GDP are 
projected to decline to about 20 per cent. 


In the PLH sector, the expenditure-to-GDP ratio has been trending downward 
since 1983, a pattern which is expected to continue in the years ahead. 


Revenues 


Some of the improvement in the fiscal position of the government sector since 
1985 has been due to increased revenues. Relative to GDP, total government 
revenues rose noticeably in 1980 and 1981 and then fell in the recession. The 
revenue-to-GDP ratio rose in 1986, and is expected to increase somewhat further 
in 1987 and 1988 (Chart A.2.2). A stable revenue ratio is forecast thereafter. 
Projections incorporate C/QPP reforms, stage one of tax reform, and the phased 
elimination of import duties under the terms of the Canada-U.S. Free Trade 
Agreement. 


The federal revenue-to-GDP ratio has reflected cyclical developments, structural 
reforms, and some tax increases required for deficit reduction. Revenues are 
projected to stabilize at approximately 18 per cent of GDP from 1989 on, after the 
transitional effects associated with tax reform are complete. The revenue ratio is 
comparable to its average value over the 1970s. 


At the PLH level, revenues were less adversely affected by the 1981-1982 
recession than was the case for the federal government, and the PLH revenue-to- 
GDP ratio remained fairly stable in the first half of the 1980s. Partly this was also 
the result of discretionary actions taken early on in the recovery by a number of 
provincial governments. The PLH sector also relies less heavily than the federal 
government on relatively cyclically-sensitive corporate and personal income tax 
receipts and more on consumption taxes, natural resource royalties and interest 
income, which held up well in the first half of the decade. Declines in the PLH 
revenue ratio, registered in 1985 and again in 1986 following the weakness in 
commodity prices, were partly reversed in 1987 as a result of fiscal actions in the 
western provinces most affected by the drop in commodity prices over the 
1985-1986 period. A very slight downward trend is expected in the revenue-to- 
GDP ratio over the forecast period. 


Canada and Quebec Pension Plans 


The Canada and Quebec Pension Plans (C/QPP) constitute the third element of 
the total government sector. These plans provide retirement, disability and 
survivor benefits to Canadians. The plans are partially funded. While benefits 
have exceeded payroll contributions in recent years, investment income accruing 
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from the plans’ assets of some $47 billion have kept the accounts in surplus. Most 
of the accumulated funds are invested in PLH and Crown enterprise debt. 


To ensure that the plans remain financially healthy, federal and provincial finance 
ministers agreed in 1985 to phased-in increases in contribution rates over a 
25-year period starting in 1987. This is subject to review at five-year intervals. 
Contribution rates rise from 3.8 per cent of maximum insurable earnings in 1987 
to 4.6 per cent by 1991. 


Reflecting this decision, C/QPP revenues are forecast to increase relative to GDP 
such that in the early 1990s the downward trend in C/QPP surpluses relative to 
GDP will be reversed. C/QPP benefits are also forecast to increase relative to 
GDP, partly because of discretionary benefit increases, but principally reflecting a 
maturing plan. 


Annex 3 


International Comparisons of Deficits, 
Debt and Interest Payments 


Following rapid increases in government deficits in the early 1980s, the major 
OECD countries (G-7), including Canada, have made considerable progress in 
reducing deficits and controlling the growth of government debt, both at the total 
(general) and central (federal) levels of government. This annex compares recent 
and projected developments in the fiscal situation in Canada with those of the 
other major OECD countries. 


The first section presents comparisons for the G-7 countries on a national accounts 
basis. These include comparisons of deficits at both the central and total 
government levels, and revenues, expenditures and debt at the total government 
level. The second section compares central government deficits, debt and net 
interest payments on a public accounts basis in Canada and the United States. 


A number of important observations can be drawn from these comparisons: 


e at both the total and central levels of government, Canada has undertaken 
substantial actions to reduce its deficit in the last three years, both in absolute 
terms and relative to the other G-7 countries; 


e the improvement in Canada’s total government structural budget balance 
since 1985 exceeds that of the other G-7 countries; Canada’s total 
government deficit as a proportion of GDP in 1987 remained above the 
average of the G-7 countries, but by 1989, this gap is expected to close 
Mirther 


e at the total government level, Canada has achieved a relatively larger 
proportion of deficit reduction by means of expenditure restraint than the 
G-7 as a whole; 


e at the central government level, Canada has made extensive progress in 
reducing the deficit-to-GDP ratio and, by 1988, this ratio is expected to be 
roughly equal to the G-7 average, in comparison to 1985 when the ratio was 
over 2 percentage points higher in Canada; and 


e despite having experienced more rapid growth in its deficit relative to the 
United States during the recession, the federal government’s deficit and debt 
are broadly similar to those in the United States. 
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A. National Accounts Comparisons 


Total Government Deficit Comparisons 
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For the purpose of international comparisons of government budget balances, use 
of the total government sector is most appropriate. Since the responsibilities of 
government are shared differently among levels of government across countries, 
total government comparisons more accurately reflect the level of involvement of 
government in the economy. Nevertheless, it is also instructive to analyze 
developments of central government balances, given the responsibility of this level 
for stabilization policy at a national level. Moreover, since only central 
governments have the ability to monetize deficits, it is principally the fiscal 
developments at this level of government over which fears about inflation may 
develop or investor confidence may be affected. Table A.3.1 presents a comparison 
of deficits of the major seven OECD countries on a national accounts basis for 
both total and central governments. Deficits are expressed as a percentage of 
either gross domestic product (GDP) or gross national product (GNP). 


From pre-1982 deficit levels, which compared favourably with those of the other 
G-7, the total government deficit in Canada rose sharply through to 1985. During 
this period the total government deficit in Canada rose faster than in any other 
G-7 country with the exception of Italy. The average of G-7 deficits rose from 
2.7 per cent of GDP in 1981 to 3.3 per cent in 1985. Over the same period, the 
total government deficit in Canada rose from 1.5 per cent in 1981 to 7.0 per cent 
in 1985. While Canada’s deficit rose more quickly in the early 1980s, it has also 
been reduced more rapidly in recent years. Canada’s total government deficit 
declined by 2.5 percentage points of GDP from 1985 to 1987. The average of G-7 
deficits declined over the same period by only 0.6 percentage point. Nevertheless, 
Canada’s total government deficit as a proportion of GDP remained above the 
average of the G-7 in 1987. 


Canada’s deficit is projected to fall an additional 0.7 percentage point by 1989 
while the G-7 average is expected to remain constant at its 1987 level. While the 
pace of Canada’s deficit reduction over this period far exceeds that of other G-7 
countries, the total government deficit as a proportion of GDP is expected to still 
be above the G-7 average in 1989, reflecting the extent of the deficit increase in 
Canada in the first half of the 1980s. 


Since cyclical economic factors can impact significantly on budget balances and 
since countries can often be at different stages of the business cycle, comparisons 
of changes in actual budget balances can be misleading indicators of discretionary 
fiscal policy actions across countries. A more appropriate comparison is provided 
by changes in structural budget balances, which attempt to remove the influence 
of cyclical economic factors on budget balances. (The concepts underlying this 
measure of budget balances are discussed more fully in Annex 4.) 


Progress made in reducing total government structural budget balances is 
presented in Table A.3.2. Canada experienced large increases in both actual and 
structural deficits in the first half of the 1980s. Canada is projected to reduce its 


structural deficit by 2.3 percentage points of GDP over the period 1985 to 1989 


while the average reduction of G-7 countries is only 0.7 percentage point of GDP, 
over the same period. 


Table A.3.1 


International Comparisons of Government Budget 
Balances, National Accounts Basis, 1970 to 1989 
(deficit(+)/surplus(—)) 


Weighted 

average 

of G-7') Canada US. U.K. France Germany Italy Japan 

(per cent of GDP/GNP) 

General government 
Average 
1970-1974 0.6 —0.7 0.6 0.7 —0.4 0.1 6.4 —0.7 
Average 
1975-1979 2.9 2.4 1.4 4.0 Ihe} 3,3 10.1 4.1 
1980 2.6 2.8 1.3 3:5 0.0 SS) 8.5 4.4 
1981 Dei, 15 1.0 oF 1.9 3.1 11.5 3.8 
1982 4.0 59 a 2:3 2.8 3:3 bites 3.6 
1983 4.2 6.9 3.8 3.6 a2 25 LOW 3.7 
1984 3.4 6.6 2.8 3.9 eT 1.9 L135 Das | 
1985 33 710 3.3 2.9 2.9 je 1233 0.8 
1986 Bee) ee) 3.5 2.6 ve) ey 1i2 0.9 
1987) ee) 4.5 2.4 oa 2.8 leg 10.3 2 
1988” Zul 3.8 2.4 19 Pa) 2.3 10.0 ia! 
1989! DH) 3.8 2.3 ee) 2.5 eh 9.8 Ja 
Central government 
Average 
1970-1974 OF, —0.2 12 —1.3 —0.9 0.0 3.8 0.6 
Average 
1975-1979 3.0 3.0 oe 3.3 1.0 2.0 7.4 4.9 
1980 3.0 3:5 ae 3.0 0.2 Ley. (hs) 5. 
1981 a3 2.0 20 4.2 12 Dey} 10.9 3 
1982 4.5 5.4 4.6 2.8 Za, ZA 10.3 Dee 
1983 48 62 By 2.8 BN 1.6 11.0 4.9 
1984 4.3 6.8 4.5 a 373 ita) 10.8 4.0 
1985 4.5 6.7 49 2.4 Be 0.9 ii2e3 ae7 
1986 4.2 4.9 4.8 25 2.8 1.0 1.1 3.6 
1987 Che) 4.3 3.4 aa 2.4 is 10.2 3.5 
1988”) 3.4 i / 333 1.8 (ag Ree 9.9 a5 
1989”) ~ 3.6 3 BS) — - a7 3.5 


a 


() 1980-1981 GDP/GNP weights in U.S. dollars. 
(2) Estimate. 
“) Forecast. 


Sources: OECD, Economic Outlook, December 1987; Statistics Canada, National Income and Expenditure 
Accounts, cat. 13-001; and Department of Finance. 
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Table A.3.2 


International Comparisons of Changes in Actual and Structural 
Budget Balances at the Total Government Level, 
National Accounts Basis, 1985 to 1989 


Cumulative Cumulative 

change in change in 

actual structural 

balances balances 
(per cent of GDP/GNP) 
United States +1.0 +0.9 
Japan —0.2 +0.6 
Germany — 1.6 —0.7 
France +0.4 +1.4 
United Kingdom +1.0 —0.5 
Italy +2.5 +1.9 
Canada +3.2 +2.3 
Weighted average of G-7 countries” +0.6 +0.7 


Note: A positive sign indicates a move towards restriction (surplus); a negative sign indicates expansion (deficit). 
Figures for all countries except Canada come from the OECD; figures for Canada are estimated by the 
Department of Finance. 


{) 1980-1981 GDP/GNP weights in U.S. dollars. 


Sources: OECD, Economic Outlook, December 1987; and Department of Finance. 


Central Government Deficit Comparisons 
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At the central government level, developments in the deficit profile in Canada 
relative to the other G-7 countries are much the same as at the total government 
level (Table A.3.1). From a pre-1982 deficit level comparable to the average of all 
G-7 countries, Canada’s central government deficit rose more rapidly during the 
recession years than in the other G-7 countries. From 2.0 per cent of GDP in 1981, 
the deficit in Canada rose to 6.8 per cent in 1984 while the G-7 average stood at 
4.3 per cent. 


As in the case of the total government sector, the decline in the central 
government deficit from post-recession peaks has also been far greater in Canada 
than elsewhere. From its 1984 peak, the deficit in Canada has fallen to 4.3 per 
cent of GDP in 1987 and is projected to decline further, reaching 3.7 per cent in 
1988 — a reduction of 3.1 percentage points of GDP. The average of G-7 central 
government deficits is expected to fall by only 1.4 percentage points of GDP from 
its 1983 peak, dropping to 3.4 per cent in 1988. Moreover, despite the extent of the 
increase in the deficit as a proportion of GDP in Canada in the first half of the 


1980s, the deficit-to-GDP ratio in 1988 in Canada is forecast to be roughly equal 
to the G-7 average. 


International Comparisons of Government Revenues and Expenditures 


Table A.3.3 presents total government revenues and expenditures for the G-7 
countries on a national accounts basis from 1970 to 1989. Total government 
revenues in Canada have remained relatively stable since the early 1980s. In 1981 
revenues represented 39.8 per cent of GDP and have risen to an estimated 40.6 per 
cent in 1987. Though revenues are expected to rise to 41.9 per cent of GDP in 
1988 as a result of the accelerations of personal income tax and sales and excise 
tax remittances, they are expected to drop to 40.9 per cent in 1989. It follows that 
the increase in government deficits in Canada in the early 1980s was largely a 
result of increases in expenditures and that the deficit reduction over the post- 
recession period has been achieved primarily through expenditure restraint. 


This is borne out in the second panel of Table A.3.3. Indeed, total government 
expenditures in Canada rose sharply in 1982, to 46.3 per cent of GDP from 

41.2 per cent in 1981. They continued to rise thereafter, reaching 46.9 per cent of 
GDP in 1985. Expenditures were then reduced over the following two years, to 
45.2 per cent of GDP in 1987, and are projected to continue on a downward trend, 
dropping to 44.7 per cent of GDP in 1989. On average, total government 
expenditures of the G-7 countries did not rise as sharply as in Canada in 1982, 
increasing by only 1.5 percentage points to reach 40 per cent of GDP/GNP in 
1982. Also in contrast to Canada, deficit reduction initiatives in the major OECD 
countries have been focused primarily on revenue increases rather than 
expenditure restraint. The average of total government expenditures fell only 
slightly from the 1982 peak and is expected to return to 40 per cent of GDP/GNP 
by 1989. In fact, expenditures in the United States, Germany and Japan are 
projected to be in excess of their 1985 level by 1989. The average of total 
government revenues has risen in virtually every year in the 1980s, rising from 
34.8 per cent of GDP/GNP in 1980 to 37.3 per cent in 1989. 


International Comparisons of Net Debt Outstanding 


Table A.3.4 presents total government net debt outstanding as a percentage of 
GDP/GNP for the seven major OECD countries from 1975 to 1988. Net debt 
outstanding is defined as gross financial liabilities less financial assets. All basic 
data are supplied by the OECD with the exception of those for Canada and the 
United States, for which own country national accounts definitions are used; 
projections for Canada are forecast by the Department of Finance while those for 
the United States are constructed on the basis of OECD deficit projections. 


As is evident from Table A.3.4, accumulation of debt was a widespread 
phenomenon among the seven major OECD countries through the 1980s with the 
exception of the United Kingdom. The debt-to-GDP/GNP ratio for the G-7 
countries as a whole increased 11.9 percentage points from 1980 to 1986. Over 
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Table A.3.3 


International Comparisons of Total Government Revenues and Expenditures, 
National Accounts Basis, 1970 to 1989 


Weighted 
average 
of G-7' Canada US. UK, France Germany Italy Japan 


(per cent of GDP/GNP) 


Revenues 

Average 

1970-1974 31.8 36.6 30.6 37.4 39.0 41.1 Zi 22.6 
Average 

1975-1979 33.4 Sia 30.8 38.5 42.6 44.7 30.1 2 Sel 
1980 34.8 3785 Ste3 39°6 46.1 45.3 33.3 2512 
1981 35.8 39.8 B20) 41.7 46.7 45.5 34.3 205) 
1982 36.1 40.4 3126 42.5 47.6 46.2 36.5 30e1 
1983 36.0 40.0 Sey 41.6 48.2 45.7 38.3 30.4 
1984 36.2 40.0 She 41.7 49.1 45.7 Siew 3) 
1985 56:5 39.9 31.6 41.5 49.2 46.0 38.7 31.8 
1986 36.5 40.4 31.6 40.6 48.9 45.2 39.4 Sp) 
19o7 370 40.6 Boos 40.0 49.3 45.0 40.0 32.6 
1988”) 7k 41.9 32.6 392 49.3 44.8 40.6 B29 
1989© 37.3 40.9 33.0 38.9 49.6 44.9 41.2 33.3 
Expenditures 

Average 

1970-1974 32.4 519 312 38.1 38.6 41.2 3381 Ve) 
Average 

1975-1979 36.2 39:5 322) 42.6 44.0 48.0 40.3 292 
1980 37.4 40.3 3216 43.1 46.1 48.1 41.9 32.6 
1981 38.5 41.2 33.0 44.4 48.6 49.1 45.8 33.6 
1982 40.0 46.3 aot 44.8 50.3 49.5 47.8 aah 
1983 40.1 46.9 34.9 45.2 51.4 48.2 49.0 34.1 
1984 395 46.6 33:9 45.5 51.8 47.6 49.7 33,2 
1985 39.8 46.9 34.9 44.3 a2ek 47.2 Sea 32.6 
1986 39.8 45.9 Spal 43.2 51.8 46.4 50.6 33:1 
1987 397 45.2 35:0 42.1 2.0 46.7 50.3 33.8 
19880) 39.8 45.8 3571 41.1 32.0 47.2 50.6 34.0 


L9S9e? 40.0 44.7 DES, 40.8 O25! 47.6 51.0 34.3 


) 1980-1981 GDP/GNP weights in U.S. dollars. 
‘?) Estimate. 
) Forecast. 


Sources: OECD, Economic Outlook, December 1987; Statistics Canada, National Income and Expenditure 
Accounts, cat. 13-001; and Department of Finance. 


the same period the total government debt-to-GDP ratio in Canada rose 

23.5 percentage points. The faster rate of growth in Canada reflected the sharp 
increase in government expenditures and deficits during the recession. Despite the 
fact that the debt-to-GDP ratio in Canada has risen more rapidly than that of the 
total G-7, considerable progress has been made toward stabilizing the ratio. From 
increases of approximately 5 percentage points of GDP per year in the mid-1980s, 


Table A.3.4 


Total Government Net Debt Outstanding, 1975 to 1988 


ee ee es ee 


Weighted 

average United — United 

of G-7') Canada States Kingdom France Germany Italy Japan 

(per cent of GDP/GNP) 

1975 eo 7.4 29) 57.4 [gue l 1.0 52.0 —2.1 
1980 24.7 13.4 26.2 48.0 9.0 14.3 53:6 Vi3 
1981 256) 123 25.8 47.] 9.7 17.4 HES 207 
1982 28.4 18.5 SRT 46.3 ed 19.8 63.4 PED 
1983 31.4 21.9 32.3 47.1 13" 21.4 68.9 26.2 
1984 32.9 26.0 33.0 48.4 14.9 21.6 74.9 26.9 
1985 34.8 31.6 36:2 46.9 16.4 22.1 81.9 26.5 
1986 36.6 36.9 39.1 46.5 18.3 222 85.0 26.3 
1987 SS) 38.6 40.8 45.2 20.3 25 4 88.4 26.6 
1988”) 38.6 40.2 41.2 43.7 2222 24.7 92.6 26.6 


‘) 1980-1981 GDP/GNP weights in U.S. dollars. 
(2) Estimate. 
G) Forecast. 


Sources: OECD; U.S. Department of Commerce, Survey of Current Business; and Department of Finance. 


the growth of net debt relative to GDP is projected to be reduced to 1.6 percentage 
points by 1988. 


B. Canada-United States Public Accounts Comparisons 


Fiscal comparisons are often made between the central, or federal government 
levels in Canada and the United States. The Canadian budgetary deficit is often 
compared to the American unified budget deficit, and Canada’s net public debt is 
compared to the U.S. concept of debt held by the general public. However, the 
Canadian public accounts budgetary deficit and the American unified budget 
deficit are not strictly comparable. There are a number of differences between 
Canadian and U.S. budgetary accounts. In the U.S. unified budget deficit, sources 
or requirements for funds arising from certain trust accounts are included. These 
accounts are not included in the definition of the budgetary deficit in Canada, but 
are included in specified purpose accounts and therefore in financial requirements. 
In addition, the U.S. unified budget deficit excludes the so-called “off-budget”’ 
outlays. In the United States, these off-budget outlays consist of payments from 
social security trust funds. Off-budget receipts and outlays are composed of two 
social security trust funds, federal old age and survivor insurance and disability 


insurance. 


A more appropriate comparison is between the U.S. total unified budget deficit 
and Canadian financial requirements, and between unmatured debt held by 
outside parties in Canada and debt held by the general public in the United States. 
Unmatured debt differs from net public debt in that it excludes both the 
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acquisition of financial assets and the liabilities under specified purpose accounts. 
Both unmatured debt and debt held by the general public are indicative of 
governments’ borrowing requirements from outside parties. 


Table A.3.5 presents comparable fiscal year data on central government deficits, 
debt and interest payments in Canada and the United States, as percentages of 
GDP/GNP. The Canadian fiscal year ends March 31 whereas the U.S. fiscal year 
ends September 30 of the previous year. During the late 1970s and early 1980s, 
financial requirements relative to GDP/GNP in Canada were well in excess of the 
total unified budget deficit of the United States federal government. Furthermore, 
the more severe recession in Canada caused financial requirements to increase 
more dramatically than the U.S. deficit. From 2.6 per cent of GDP in 1981-82, 
financial requirements rose to a peak of 6.7 per cent in 1984-85 while the deficit of 
the U.S. government rose from 2.6 per cent of GNP in its 1981 fiscal year, 

FY 1981, to a peak of 6.1 per cent in FY1983. Financial requirements are 
estimated to have declined by 2.9 percentage points in the three years ending in 
1987-88, while the U.S. deficit fell by only 2.6 percentage points of GNP over the 
comparable period. The financial requirements and total deficit profile for Canada 
and the United States since 1984-85 can be seen in Chart A.3.1. 


Debt in the two countries has evolved in a similar fashion since the late 1970s. 
From 27.5 per cent and 28.1 per cent of GDP/GNP in Canada and the United 
States respectively in 1978-79 and FY1978, debt has risen to an estimated 

45.2 and 43.2 per cent in the two countries (see Chart A.3.2). Net public debt 
charges, on the other hand, have developed quite differently in the two countries. 
From levels of 1.3 and 1.2 per cent of GDP/GNP in Canada and the United States 
respectively in 1977-78 and FY1977, net public debt charges are estimated to 
reach 4.5 per cent in Canada in 1987-88 and only 2.7 per cent in the 

United States FY 1987. 
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Chart A.3.2 


Canada-U.S. Comparison 
Debt Held by Outside Parties 
1975-76 to 1987-88 


as a percentage of GDP/GNP 
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Note: The Canadian fiscal year ending March 31 is compared with the USS. fiscal year 
ending September 30 of the previous calendar year. For purposes of comparison, the Canadian 
debt figure is debt held by outside parties. Unmatured debt tends to be lower than the public 
accounts net debt used in the main body of this document. 
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Annex 4 


Primary and Structural Budget Balances 


The discussion of the fiscal situation in the main body of this document is based on 
the evolution of the budgetary deficit. There are, however, a number of other 
measures or indicators that provide further perspective on the fiscal situation. Two 
such indicators are the primary and structural budget balances. The primary 
balance is the budget balance excluding net interest payments. The structural 
balance is a measure which attempts to remove the influence of cyclical economic 
factors on the budget. 


Primary Budget Balances 


The budgetary deficit can be separated into two components: net public debt 
charges and the primary budget balance. Net public debt charges are defined as 
gross public debt charges less return on investments. In effect, the primary deficit 
is a measure of the ability to pay for program expenditures from tax revenues. 


In a situation where interest rates exceed the growth rate of the economy, a 
primary budget deficit would lead to ever-rising increases in public debt charges 
relative to the size of the economy. In order to stabilize the debt-to-GDP ratio in 
situations where interest rates exceed the growth rate of the economy — a common 
situation in the 1980s — primary surpluses large enough to offset the growth in net 
public debt charges are required. Since net interest payments will rise relative to 
GDP until the situation is stabilized, changes in the primary budget balance are 
an alternative yardstick to gauge the stance of fiscal policy. 


Chart A.4.1 shows the evolution of the budgetary deficit and net interest payments 
as percentages of GDP; the shaded area is the primary balance. The chart 
highlights the extent of the improvement in the primary balance over the medium 
term. The primary deficit is projected to be eliminated in 1989-90 and increasing 
primary surpluses are projected thereafter. In the period from 1984-85 to 1992-93, 
the primary balance moves from a deficit of $20 billion to a surplus of over 

$11 billion — a swing of over $31 billion, equivalent to 6.0 percentage points 

of GDP. 
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Chart A.4.1 
Budgetary Deficit and Net Public Debt Charges 
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as a percentage of GDP 
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Structural Budget Balances 


A further indicator of the continuing improvement in the government’s fiscal 
situation is provided by changes in the structural budget balance. Structural or 
cyclically-adjusted budget balances provide an estimate of budget balances that 
would prevail if the economy were operating at average, or normal, levels of 
economic activity. Changes in the structural balance provide another indicator of 
the impacts of discretionary policy actions since they attempt to remove the 
influence of cyclical economic factors from changes in the budget. This being said, 
it is important to note that changes in structural balances can be affected by non- 
discretionary factors. The impacts of the declines in grain and oil prices over 
recent years on expenditures and revenues are notable examples. As well, since the 
structural budget balance is affected by changes in net interest payments, which 
are non-discretionary, it is useful to examine changes in the structural balance 
exclusive of net interest payments, or the primary structural balance. 


Year-to-year changes in structural and primary structural balances are presented 
in Chart A.4.2. A positive sign indicates restraint and a reduction in the structural 
deficit. The figures are on a national accounts basis. The chart reveals the sharp 
change from very expansionary fiscal policy in the three years ended in 1984-85 to 
a restrictive stance thereafter. From 1984-85 to 1989-90, the structural balance 
declines 2.9 percentage points of GDP. Accordingly, since the deficit declines 

4.1 percentage points over this period, 70 per cent of the decline is estimated to be 
due to structural factors. Further declines in the structural balance are also 
projected in subsequent years. 


Chart A.4.2 also reveals that during periods of rapid growth in the public debt, 
rising net interest payments serve to work against the influences of discretionary 
deficit reduction measures. This is apparent from the fact that the declines in the 
primary structural balance tend to exceed those in the structural balance between 
1985-86 and 1988-89. As the rate of growth of the public debt is projected to slow 
towards the end of the decade, net interest payments are forecast to begin to work 
in the opposite direction, reinforcing the decline in the primary structural balance. 
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Chart A.4.2 


Structural and Primary Structural Budget Balances 
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Annex 5 


Sensitivity of the Government’s Fiscal Position 
to Alternative Economic Assumptions 


Developments in recent years have shown that actual economic outcomes can 
differ substantially from projections, and that there are corresponding 
implications for the government’s fiscal position. This annex examines the 
sensitivity of the fiscal projections to stylized developments in key economic 
variables. 


Uncertainty about fiscal projections arises because of the inherent difficulty in 
predicting future economic developments. In a forecasting context, this 
uncertainty increases with the time horizon of the projections. Moreover, even if 
economic projections turn out to be accurate, economic bases used in calculating 
fiscal projections are often only approximations to true economic bases so that 
there is always some margin of error in forecasting relationships between federal 
revenues and expenditures and their underlying economic bases. 


One way to bracket the effects of changes in the economy on the budgetary 
position is through sensitivity analysis which provides rule-of-thumb estimates of 
the impacts of changes in key economic variables on the major budgetary 
aggregates. The sensitivity of the federal fiscal position is examined for 
hypothetical changes to two key economic variables, real gross domestic product 
(GDP) and interest rates. This analysis is partial in the sense that the impact of a 
change in real output or its growth rate are examined with interest rates being 
treated as constant, and vice versa. As a result, the estimates are only 
approximations since they abstract from the potentially large number of 
interrelated changes to the economy that might accompany a change in key 
variables. Therefore, while the estimates provide useful approximations of the 
impacts of changes in key economic variables on the fiscal position, they should 
not be construed as yielding alternative forecasts of the fiscal position. It should 
also be noted that the estimated impacts are sensitive to the underlying, or base 
case assumptions, particularly for the stock of debt outstanding. 


Table A.5.1 presents the estimates of the impacts on revenues, expenditures and 
the budgetary deficit for a sustained one-per-cent increase in the rate of growth, a 
sustained one-per-cent increase in the level of output, and a sustained 100-basis- 
point decrease in interest rates. For the cases of increased real output, the higher 
economic activity is assumed to be spread evenly over all components of income 
and expenditure. In the case of a sustained increase in the rate of real growth, the 
budgetary deficit would decline by over $1 billion after one year and by almost 
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TableA:5.1 


Fiscal Sensitivity Analysis 


Estimated changes to fiscal position 


Year | Year Year 3 Year 4 


(billions of dollars) 
One-per-cent higher growth rate 
Budgetary transactions 
Revenue increases el Die, B.6 Sal 
Expenditure reductions 0.2 0.3 0.6 0.8 
Deficit reductions 3 2.6 4.] 6.0 
One-per-cent increase in output (level) 
Budgetary transactions 
Revenue increases 0.9 a Isl ee 
Expenditure reductions 0.1 0.2 0:2 O22 
Deficit reductions isk 1.2 3 135 
100-basis-point lower interest rates 
Budgetary transactions 
Revenue reductions 0.1 0.1 0.1 2 
Expenditure reductions 5 233 2.8 3.4 
Deficit reductions 1.4 22 Za), 352 
Non-budgetary transactions 
Reductions in source of funds 0.3 0.5 0.6 0.7 
Reductions in financial 
requirements 1.0 1:8 Ze) Ze 


Note: The estimates are broadly symmetric for reductions in the level or growth rate of real output and increases 
in interest rates. Figures may not add due to rounding. 


$6 billion after four years. The decrease in the deficit resulting from higher real 
growth reflects increased revenues associated with higher tax bases and 
collections, and lower expenditures, particularly reduced public debt charges.” In 
the case of a one-per-cent increase in the level — as opposed to the growth rate — of 
real output, the deficit would decline by approximately $1 billion after one year 
and by almost $1 1/2 billion after four years. The major budgetary aggregates 
respond largely symmetrically to the opposite changes in these variables — namely, 
a one-per-cent decline in the rate of real growth and the level of real output. 


For the case of a 100-basis-point reduction in interest rates, it is assumed that all 
rates are 100 basis points lower so that the spreads between short- and long-term 
rates remain unchanged. The estimated effects build up over time as the stock of 
debt matures and is refinanced at lower interest rates. As well, as debt interest 
payments are reduced, deficits, debt and debt service charges are reduced further. 
The budgetary deficit decreases by about $1 1/2 billion after one year and over 
$3 billion after four years. Reductions in financial requirements are less than those 
for the budgetary deficit, reflecting the fact that some interest payments are 
recorded on an accrual basis in budgetary expenditures, and are converted to a 
cash basis in deriving financial requirements. The impacts are broadly symmetric 
for a 100-basis-point increase in interest rates. 


() [t is assumed for the purpose of this analysis that the balance in the Unemployment Insurance Account is held 
at its underlying, or base case level. 


83 


een The | 


a tne ddl aan Ps 


afi » os : S Oar «10! om) oof aA @) > or OH 
us pe g peat) a ant’ 2 Oe 6 


— a —_ ne oe © a> 7 
* - = = eC ; 
j 
: 
w : ’ 4) | 


Fiscal Reference Tables 


I and II Public Accounts - Fiscal Transactions ............ 86 
Ill, IV and V Public Accounts - Budgetary Revenues ........... 88 
VI, VII and VIII Public Accounts - Budgetary Expenditures ........ 91 
IX Public Accounts - Public Debt Charges ........... 94 
xX Public Accounts - Public Debt Charges 
i; Comparative Lerms:...e ee 9 

XI Public-Accounts —-eublic Debt vee tea ee 96 
XII Public: Accounts — Total Borrowing ..v.2.-...<... 97 
XIII Public Accounts:’— Gross. Public Debt (.35....42.0.) 98 
XIV and XV National Accounts - Revenues and Expenditures ... 99 
XVI National Accounts - Assets and Liabilities: 

Federal Govermmeniw.... .c.4 101 
XVII National Accounts - Assets and Liabilities: 

Provincial-Local-Hospital .... 102 
XVIII National Accounts - Assets and Liabilities: 

Canada and Quebec 

Pension “Plans Set ce eae 103 


85 


Table I 


Fiscal Transactions 


Financial 

requirements 

Budgetary (excl. foreign 
Budgetary Budgetary surplus or Non-budgetary exchange 

revenues expenditures deficit (—) transactions transactions) 

(millions of dollars) 

1926-27 372 — 330 42 — 38 4 
1931-32 303 —417 —114 — 104 —218 
1936-37 420 — 498 — 78 10 — 68 
1941-42 1,487 — 1,839 — 352 — 269 — 621 
1946-47 3,034 — 2,604 430 — 896 — 466 
1951-52 4,101 — 3,745 356 64 420 
1956-57 62 — 5,257 325 130 455 
1957-58 5,456 — 5,652 — 196 — 150 — 346 
1958-59 5,159 — 6,036 — 877 — 601 — 1,478 
1959-60 5,896 — 6,496 — 600 116 — 484 
1960-61 6,322 — 6,851 — 529 205 — 324 
1961-62 6,468 —7,416 — 948 95 — 853 
1962-63 6,662 — 7,495 — 833 — 106 — 939 
1963-64 7,099 — 8,268 — 1,169 910 — 259 
1964-65 8,220 — 8,535 — 315 399 84 
1965-66 8,955 — 8,652 303 — 205 98 
1966-67 9,752 — 9,939 — 187 — 473 — 660 
1967-68 10,637 — 11,348 —711 — 667 — 1,378 
1968-69 11,939 — 12,339 — 400 —411 —811 
1969-70 14,291 — 13,959 332 — 98 234 
1970-71 14,874 — 15,654 — 780 — 248 — 1,028 
1971-72 16,511 — 18,053 — 1,542 176 — 1,366 
1972-73 19,097 — 20,772 — 1,675 367 — 1,308 
1973-74 De B2e — 24,321 — 1,999 482 — 1,517 
1974-75 29,143 =~ alsi52 — 2,009 — 130 — 2,139 
1975-76 31,549 — 37,286 — 5,737 963 — 4,774 
1976-77 34,300 — 40,597 — 6,297 749 — 5,548 
1977-78 34,518 — 44,944 — 10,426 1,977 — 8,449 
1978-79 36,866 — 49,483 — 12,617 1,405 — 11,212 
1979-80 41,921 — §3,422 — 11,501 1,369 — 10,132 
1980-81 48,775 — 62,297 — 13,522 3,628 — 9,894 
1981-82 60,001 — 74,873 — 14,872 5,626 — 9,246 
1982-83 60,705 — 88,521 — 27,816 4,014 — 23,802 
1983-84 64,211 — 96,610 — 32,399 7,198 — 25,201 
1984-85 70,891 — 109,215 — 38,324 8,516 — 29,808 
1985-86 76,830 — 111,234 — 34,404 4,134 — 30,270 
1986-87 85,783 — 116,388 — 30,605 9,038 — 21,567 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 
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Table II 


Fiscal Transactions 


Financial 
requirements 
Budgetary (excl. foreign 
Budgetary Budgetary surplus or Non-budgetary exchange 
revenues expenditures deficit (—) transactions transactions) 
(percentage of GDP)* 

1926-27 Ue? — 6.4 0.8 —0.7 0.1 
1931-32 He) —8.9 —2.4 —2.2 —4.6 
1936-37 oul — 10.7 —1.7 0.2 —1.5 
1941-42 18.0 — 22.2 — 4.3 —3.2 =75 
1946-47 255) —21.9 3.6 —7.5 —3.9 
1951-52 19.0 — 17.3 1.6 0.3 19 
1956-57 17.4 — 16.4 1.0 0.4 1.4 
1957-58 16.3 — 16.9 —0.6 —0.4 —1.0 
1958-59 14.8 —17.4 —2.5 —1.7 —4.2 
1959-60 16.4 — 18.1 —1.7 0.3 —1.4 
1960-61 1635 —17.9 —1.4 Oa —0.8 
1961-62 15.8 — 18.1 —2.3 0:2 —2.1 
1962-63 15.0 — 16.9 —1.9 —0.2 —2.1 
1963-64 14.9 — 17.3 —2.5 1.9 —0.5 
1964-65 he — 16.4 — 0.6 0.8 0.2 
1965-66 15.6 — 15.0 OFS —0.4 0.2 
1966-67 15.1 —15.4 —0.3 —0.7 —1.0 
1967-68 15.4 — 16.4 —1.0 —1.0 —2.0 
1968-69 15.8 — 16.4 —0.5 —0.5 —1.1 
1969-70 ae — 16.8 0.4 —0.1 0.3 
1970-71 16.7 — 17.6 —0.9 —0.3 —1.2 
1971-72 17.0 — 18.6 — 1.6 0.2 —1.4 
1972-73 jG — 19,1 —1.5 0.3 —1.2 
1973-74 1735 — 19.1 —1.6 0.4 —1.2 
1974-75 19:2 — 20.5 — 1.3 —0.1 —1.4 
1975-76 18.4 —21.7 — 3.3 0.6 —2.8 
1976-77 733 — 20.5 —3.2 0.4 —2.8 
1977-78 15.8 — 20.6 —4.8 0.9 — 3.9 
1978-79 S;3 — 20.5 —5.2 0.6 — 4.6 
1979-80 1552 — 19.3 —4,2 0.5 —3.7 
1980-81 1557, — 20.1 —4.4 ez — 3.2 
1981-82 16.9 —21.0 — 4.2 1.6 —2.6 
1982-83 1672 — 23.6 —7.4 vail —6.4 
1983-84 15.8 — 23.8 — 8.0 1.8 —6.2 
1984-85 15.9 — 24.5 — 8.6 1.9 —6.7 
1985-86 16.0 — 23.2 —7.2 0.9 — 6.3 
1986-87 16.8 — 22.8 —6.0 1.8 —4,2 


* For 1926-27 to 1960-61 inclusive, figures are expressed as a percentage of GNP. 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 
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Table III 


Budgetary Revenues 


Personal Corporate Sales and 

income income excise 

tax tax taxes 

1961-62 DL Vs? 1,302 2,204 
1962-63 2,018 1,298 2,395 
1963-64 2,168 Laas D925 
1964-65 DOSS 1,669 2,890 
1965-66 2,637 1,759 3,344 
1966-67 3,050 1,743 3,628 
1967-68 3,650 1,821 Beis 
1968-69 4,334 PRONG 3,747 
1969-70 5,588 2,839 4,009 
1970-71 6,395 2,426 4,060 
1971-72 Ue 2,396 4,637 
1972-73 8,378 2,920 SH 
1973-74 9,226 3,710 6,068 
1974-75 11,710 4,836 6,837 
1975-76 12,709 5,748 6,655 
1976-77 14,634 5,363 7,376 
1977-78 13,988 5,280 8,093 
1978-79 14,656 5,654 8,853 
1979-80 16,808 6,951 9,044 
1980-81 19,837 8,106 10,152 
1981-82 24,046 8,118 eS 22) 
1982-83 26,330 7,139 10,629 
1983-84 26,967 7,286 12,047 
1984-85 29,254 9,379 13,698 
1985-86 33,008 9,210 16,143 
1986-87 37,878 9,885 19,048 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 
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Unemployment Other Total 
insurance tax Non-tax budgetary 
contributions revenues revenues revenues 
(millions of dollars) 

278 197 435 6,468 

285 216 450 6,662 

296 216 519 7,099 

310 233 583 8,220 

Sai 278 610 8,955 

343 305 683 9,752 

346 323 779 10,637 

432 318 895 11,939 

490 349 1,016 14,291 

493 378 LEZ 2 14,874 

569 420 15262 16,511 

745 353 1,429 19,097 

1,001 625 1,692 9 IRE IPD 
1585 2,103 2.072 29,143 
23039 1,981 2,417 31,549 
2;410 Vos2 2,675 34,300 

PPE Rt | 1,599 3,021 34,518 
2183 1,489 3,431 36,866 
25118 2,054 4,286 41,921 
3,303 2,475 4,902 48,775 
4,753 5,659 6,103 60,001 
4,900 Gp20 5,430 60,705 
7,259 5,202 5,450 64,211 
ESOS 5,607 5,400 70,891 
8,719 4527 e223 76,830 
9,558 3,500 5,914 85,783 


Table IV 


Budgetary Revenues 


Personal Corporate Sales and Unemployment Other Total 
income income excise insurance tax Non-tax budgetary 
tax tax taxes contributions revenues revenues revenues 


(percentage of GDP) 


1961-62 5.0 352 5.4 0.7 0.5 ya 15.8 
1962-63 4.5 2.9 5.4 0.6 0.5 1.0 15.0 
1963-64 4.5 Poe BES: 0.6 0.5 i 14.9 
1964-65 4.9 ayy a3) 0.6 0.4 Veal 1Se7 
1965-66 4.6 34 5.8 0.6 0.5 irk 15.6 
1966-67 4.7 Zot, 5.6 0.5 0.5 1.1 1551 
1967-68 5.3 2.6 5.4 0.5 0.5 ist 15.4 
1968-69 Dini Pape) 5.0 0.6 0.4 Lez 15.8 
1969-70 6.7 3.4 4.8 0.6 0.4 12 Ile? 
1970-71 V2 Ze 4.6 0.6 0.4 Ps) 16.7 
1971-72 7.4 Pe) 4.8 0.6 0.4 153 17.0 
1972-73 Ta Pape 4.9 0.7 0:3 Vs) 17.6 
1973-74 Wad 29 4.8 0.8 0.5 13 1735 
1974-75 7. 352 4.5 1.0 1.4 1.4 12 
1975-76 7.4 3.4 339 12 se 1.4 18.4 
1976-77 7.4 Pag 327, 1.2 0.9 1.4 

1977-78 6.4 2.4 Sag) 1.2 0.7 1.4 

1978-79 6.1 223 30) 2 0.6 1.4 

1979-80 6.1 pA) Slee) 1.0 0.7 1.6 

1980-81 6.4 2.6 3:3 ie 0.8 1.6 

1981-82 6.8 Pa) B.2 V3 1.6 iol 16.9 
1982-83 720 ie) 2.8 1.3 1.7 1-5 16.2 
1983-84 6.6 1.8 3.0 1.8 173 1.3 15.8 
1984-85 6.6 Pas) al 137 13 12 15.9 
1985-86 6.9 19 3.4 1.8 0.9 ies 16.0 
1986-87 7.4 19 a7, r9 0.7 1eZ 16.8 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 
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Table V 


Budgetary Revenues 


Personal Corporate Sales and Unemployment Other 
income income excise insurance tax Non-tax 
tax tax taxes contributions revenues revenues 


(percentage of total) 


1961-62 ay 20.1 34.1 4.3 ax) 6.7 
1962-63 30.3 1955 36.0 4.3 a2 6.8 
1963-64 30.5 19.4 35.6 4.2 3.0 ce 
1964-65 30.8 20.3 35.2 3.8 2.8 Fal 
1965-66 29.4 19.6 SHUR) Sel = es! 6.8 
1966-67 eHIES) 7-9 S12 Bnd 3:1 7.0 
1967-68 34.3 Nfl 35.0 3.3 3.0 13 
1968-69 36.3 LSe5 31.4 3.6 2a) 18 
1969-70 39st 19.9 P25 3.4 2.4 Talk 
1970-71 43.0 16.3 27 323 pe fire) 
1971-72 43.8 14.5 28.1 3.4 Paes) TS 
1972-73 43.9 153 27.6 3.9 1.8 13 
1973-74 41.3 6.6 PIE? 4.5 ze 7.6 
1974-75 40.2 16.6 PACE 5.4 th Tet 
1975-76 40.3 Roe Zia G2 6.3 Teh 
1976-77 42.7 15.6 eo Tee De 7.8 
1977-78 40.5 153 23.4 eo 4.6 8.8 
1978-79 39.8 Ses) 24.0 (es 4.0 0.3 
1979-80 40.1 16.6 21.6 6.6 4.9 10.2 
1980-81 40.7 16.6 20.8 6.8 ay! 10.1 
1981-82 40.1 13°35 18.9 19 9.4 10.2 
1982-83 43.4 11.8 Wee 8.1 10.3 8.9 
1983-84 42.0 Lic 18.8 ies 8.1 8.5 
1984-85 41.3 Seo 19-3 LO, 19 7.6 
1985-86 43.0 12.0 21.0 tes eee) 6.8 
1986-87 44.2 1) PAI 1th 4.1 6.9 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 
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Table VI 


Budgetary Expenditures 


Major Major Public Total 
transfers transfers National Program debt budgetary 
to persons to govts. defence Other expenditures charges expenditures 
(millions of dollars) 

1961-62 1,860 667 1,626 2,431 6,584 832 7,416 
1962-63 1,933 766 1575 2,306 6,580 915 7,495 
1963-64 15977 829 1,684 2,785 7,215 993 8,268 
1964-65 2,076 954 1,536 2,919 7,485 1,050 8,535 
1965-66 2,120 878 1,548 2,996 7,542 1,110 8,652 
1966-67 2,291 1,054 1,640 Sede 8,757 1,182 9,939 
1967-68 2,698 1,504 1,754 4,106 10,062 1,286 11,348 
1968-69 2,941 1,856 1,761 4,317 10,875 1,464 12,339 
1969-70 3,210 2,286 1,789 4,980 12,265 1,694 13,959 
1970-71 3,595 3,008 1,818 5,346 13,767 1,887 15,654 
1971-72 4,263 3,667 1,862 6,151 15,943 2,110 18,053 
1972-73 5,493 4,196 1,937 6,846 18,472 2,300 20,772 
1973-74 6,457 4,650 2,224 8,425 21,756 2,505 24,321 
1974-75 8,099 5,956 2,526 113333 27,914 3,238 315152 
1975-76 9,766 6,953 2,966 13,631 33,316 3,970 37,286 
1976-77 10,466 8,492 3,373 13,558 35,889 4,708 40,597 
1977-78 11,743 8,635 3,776 ES 3259 39,413 55531 44,944 
1978-79 12,735 9,688 4,096 15,940 42,459 7,024 49,483 
1979-80 271 10,735 4,377 17,105 44,928 8,494 53,422 
1980-81 14,594 11,734 5,063 20,248 51,639 10,658 62,297 
1981-82 16,955 13,740 5,989 23,075 59,759 15,114 74,873 
1982-83 De 14,617 6,938 27,35! 71,618 16,903 88,521 
1983-84 23,615 17,488 7,843 29,587 78,533 18,077 96,610 
1984-85 25,048 19,088 8,762 33,862 86,760 22,455 109,215 
1985-86 26,287 19,262 9,094 31,150 85,793 25,441 111,234 
1986-87 27,678 19,817 10,006 32,229 89,730 26,658 116,388 


eee eee eS ee 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 
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Table VII 
Budgetary Expenditures 


Major Major 
transfers transfers National 
to persons to govts. defence Other 


Program 
expenditures 


(percentage of GDP) 


1961-62 4.5 1.6 4.0 a9 
1962-63 4.4 1.7 3.5 5.2 
1963-64 4.1 en! 3.5 5.8 
1964-65 4.0 1.8 2.9 5.6 
1965-66 37. [5 PAH! Sy 
1966-67 3.6 1.6 2:5 5.9 
1967-68 3.9 7493 2.9 5.9 
1968-69 3.9 Z5 2.3 Sia 
1969-70 3.9 2.8 2.2 6.0 
1970-71 4.0 3.4 2.0 6.0 
1971-72 4.4 3.8 1.9 6.3 
1972-73 5.1 3.9 1.8 6.3 
1973-74 S| 37 ie, 6.6 
1974-75 333 3.9 1.7 Re 
1975-76 5.7 4.1 L7 7.9 
1976-77 23 4.3 1.7 6.9 
1977-78 5.4 4.0 L7 7.0 
1978-79 323 4.0 Led. 6.6 
1979-80 4.6 3.9 1.6 6.2 
1980-81 4.7 3.8 1.6 6.5 
1981-82 4.8 3.9 et! 6.5 
1982-83 6.1 3.9 1.9 1:3 
1983-84 5.8 4.3 1.9 7.3 
1984-85 5.6 4.3 2.0 7.6 
1985-86 3) 4.0 1.9 6.5 
1986-87 5.4 3.9 2.0 6.3 


16.1 
14.8 
15.3 
14.3 
13.1 


13.6 
14.6 
14.4 
14.8 
15.4 


16.4 
17.0 
17.1 
18.4 
19.4 


18.1 
18.1 
17.6 
16.3 
16.7 


16.8 
19.1 
19.4 
io 
17.9 
17.6 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 
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Public 
debt 
charges 


ed Sad SE SRLS NT oS Meera frre Wed 
w= O— = © O © Co Noon a m=) 
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Total 
budgetary 
expenditures 


Table VIII 


Budgetary Expenditures 


Major Major Public 
transfers transfers National Program debt 
to persons to govts. defence Other expenditures charges 
(percentage of total) 

1961-62 Zou 9.0 21.9 32.8 88.8 i he 
1962-63 Zoe8 10.2 21.0 30.8 87.8 [23 
1963-64 23.9 10.0 20.4 BB eal) 88.0 12.0 
1964-65 24.3 11:2 18.0 34.2 87.7 1233 
1965-66 24.5 10.1 17.9 34.6 87.2 12.8 
1966-67 Zoe 10.6 1655 38.0 88.1 11 
1967-68 23.8 13:3 1525 36.2 88.7 11 
1968-69 23.8 15.0 14.3 35.0 88.1 Li; 
1969-70 23.0 16.4 12.8 Ge iai/ 87.9 123 
1970-71 23.0 19.2 11.6 34.2 87.9 12; 
1971-72 23.6 20.3 10.3 34.1 88.3 1 a 
1972-73 26.4 20.2 9.3 33.0 88.9 18 al 
1973-74 26.5 19.1 9.1 34.6 89.5 10.5 
1974-75 26.0 19.1 8.1 36.4 89.6 10.4 
1975-76 26.2 18.6 8.0 36.6 89.4 10.6 
1976-77 Pes 3 20.9 8.3 33.4 88.4 11.6 
1977-78 26.1 19.2 8.4 34.0 87.7 12.3 
1978-79 25an 19.6 8.3 a2. 85.8 14.2 
1979-80 23.8 PAV | 8.2 32.0 84.1 15.9 
1980-81 23.4 18.8 8.1 BaD 82.9 WA 
1981-82 22.6 18.4 8.0 30.8 79.8 20.2 
1982-83 oer 16.5 7.8 30.9 80.9 19.1 
1983-84 24.4 18.1 8.1 30.6 81.3 18.7 
1984-85 22.9 Wes: 8.0 3120 79.4 20.6 
1985-86 23.6 Lies $.2 28.0 gag 22.9 
1986-87 23.8 17.0 8.6 2141 TIAL 22.9 


pot 6 ee ee 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 
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Table IX 
Public Debt Charges 


Ratio of gross Ratio of net 
Gross Net public debt public debt 
public debt Return on public debt charges to charges to 
charges investments charges gross debt net debt 
(millions of dollars) (per cent) 
1926-27 130 9 121 4.8 on 
1931-32 121 9 D4 4.3 4.7 
1936-37 137 11 126 3.9 4.1 
1941-42 172 22 150 2.6 ar 
1946-47 469 69 400 28 3.2 
1951-52 512 118 394 gee 3.8 
1956-57 508 207 301 3.1 2.6 
1957-58 543 pA, 316 See pape 
1958-59 636 247 389 3.4 ot! 
1959-60 776 265 pul 4.0 3.9 
1960-61 788 287 501 3.9 37 
1961-62 832 308 524 3.8 3.6 
1962-63 915 312 603 3.9 3.9 
1963-64 993 366 627 4.0 3.8 
1964-65 1,050 423 627 4.0 3.7 
1965-66 1,110 438 672 4.1 4.0 
1966-67 1,182 519 663 4.2 3.9 
1967-68 1,286 612 674 4.3 3.8 
1968-69 1,464 695 769 4.6 4.3 
1969-70 1,694 860 834 5:1 4.7 
1970-71 1,887 1,000 887 5.3 4.8 
1971-72 2,110 1133 977 eye | 4.9 
1972-73 2,300 1,265 1,035 Set 4.8 
1973-74 2,565 1,461 1,104 5.4 4.7 
1974-75 3,238 1,802 1,436 6.1 5.6 
1975-76 3,970 2,083 1,887 6.7 6.0 
1976-77 4,708 2,410 2,298 7.0 6.1 
1977-78 5,531 2,592 2,939 6.9 6.1 
1978-79 7,024 3,059 3,965 dpe? 6.5 
1979-80 8,494 3,646 4,848 8.1 6.7 
1980-81 10,658 4,315 6,343 8.8 7.4 
1981-82 15,114 5,064 10,050 11.0 10.0 
1982-83 16,903 4,616 12,287 10:2 9.6 
1983-84 18,077 4,372 13,705 9.1 8.5 
1984-85 22,455 4,252 18,203 9.5 9.1 
1985-86 25,441 3,739 21,702 9.4 9.3 
1986-87 26,658 4,234 22,424 8.8 8.5 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 
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Table X 


Public Debt Charges in Comparative Terms 
ee es ee ee ee a eee 


Gross public debt charges Net public debt charges 
as a percentage of as a percentage of 
Budgetary Budgetary Budgetary Budgetary 
* 9 . 
GDP revenues expenditures GDP* revenues expenditures 

1926-27 Zz. 34.9 39.4 2.4 32:5 36.7 
1931-32 ZA 39.9 29.0 2.4 37.0 26.9 
1936-37 3.0 32.6 Pa a Pas | 30.0 Pee 
1941-42 2.1 11.6 9.4 1.8 10.1 8.2 
1946-47 3.9 1535 18.0 3.4 13.2 15.4 
1951-52 2.4 1255 1357 1.8 9.6 10.5 
1956-57 1.6 9.1 9.7 0.9 5.4 Sar 
1957-58 1.6 10.0 9.6 0.9 5.8 5.6 
1958-59 1.8 12.3 10.5 il Teo 6.4 
1959-60 pap 1322 11.9 1.4 8.7 7.9 
1960-61 2.1 12.5 11.5 Ins 7.9 Je3 
1961-62 2.0 12.9 12 1.3 8.1 fic! 
1962-63 Pap 137 1222 1.4 9.1 8.0 
1963-64 pps 14.0 12.0 3 8.8 7.6 
1964-65 2.0 12.8 12.3 1.2 7.6 Tes 
1965-66 1.9 12.4 12.8 1.2 735 7.8 
1966-67 1.8 A 11.9 1.0 6.8 6.7 
1967-68 1.9 12.1 11.3 1.0 6.3 5.9 
1968-69 1.9 12.3 11.9 1.0 6.4 GZ 
1969-70 2.0 11.9 231 1.0 5.8 6.0 
1970-71 2.1 1257, 12.1 1.0 6.0 Dou 
1971-72 22 12.8 NO ey) 1.0 5.9 5.4 
1972-73 el 12:0 11.1 1.0 5.4 5.0 
1973-74 2.0 15 10.5 0.9 4.9 4.5 
1974-75 P| 11.1 10.4 0.9 4.9 4.6 
1975-76 23 12.6 10.6 il 6.0 | 
1976-77 2.4 TSS, 11.6 lez 6.7 aya! 
1977-78 25 16.0 123 1.3 8.5 6.5 
1978-79 2.9 19.1 14.2 1.6 10.8 8.0 
1979-80 321 20.3 15.9 1.8 11.6 9.1 
1980-81 3.4 Zio. |Win 2.0 13.0 10.2 
1981-82 4.2 pai) 20:2 2.8 16.7 13.4 
1982-83 4.5 27.8 19.1 33 20.2 13.9 
1983-84 4.5 28.2 18.7 3.4 PALS | 14.2 
1984-85 5.0 Sil 20.6 4.1 Bond. 16.7 
1985-86 553 £36) | 22.9 4.5 28.2 19.5 
1986-87 Sua 314 22.9 4.4 26.1 19.3 


ERE eee a ee ee ee eee er ee ee 
* For 1926-27 to 1960-61 inclusive, figures are expressed as a percentage of GNP. 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 
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Table XI 
Public Debt 


Net 
Gross recorded 
public debt assets Net public debt GNP/GDP 
(per cent (millions of 

(millions of dollars) of GNP*) dollars) 
1926-27 2,726 378 2,348 45.6 5,145 
1931-32 2,827 451 2,376 50.6 4,693 
1936-37 3,542 458 3,084 66.6 4,634 
1941-42 6,563 2,562 4,001 48.3 8,282 
1946-47 16,849 4,180 12,669 106.6 11,885 
1951-52 15,940 5,544 10,396 48.0 21,640 
1956-57 16,491 5,045 11,446 6577 32,058 
1957-58 16,805 5,163 11,642 34.7 33,513 
1958-59 18,681 6,162 12,519 36.0 34,777 
1959-60 19,409 6,290 13,119 35.6 36,846 
1960-61 20,120 6,472 13,648 35.6 38,359 
1961-62 21,906 7310 14,596 35) 40,886 
1962-63 23,32) 7,892 15,429 34.7 44,408 
1963-64 PA Oa] 8,529 16,598 34.8 47,678 
1964-65 26,204 9,291 16,913 32.4 » 525191 
1965-66 26,802 10,192 16,610 28.9 577523 
1966-67 28,225 11,428 16,797 26.1 64,388 
1967-68 29,810 12,302 17,508 25.4 69,064 
1968-69 32,020 14,112 17,908 237 75,418 
1969-70 33,260 15,684 17,576 Py Nie 83,026 
1970-71 37,114 18,758 18,356 20.6 89,116 
1971-72 41,169 PAA E| 19,898 20.5 97,290 
1972-73 44,693 232120 ZAR 19.9 108,629 
1973-74 47,542 23,970 232572 18.5 127,372 
1974-75 52,866 214285 25,581 16.8 ey) WU 
1975-76 59,612 28,294 31,318 18.3 171,540 
1976-77 67,323 29,708 37,615 19.0 197,924 
1977-78 79,879 31,838 48,041 22.0 217,879 
1978-79 96,957 36,299 60,658 Zoot 241,604 
1979-80 104,780 32,621 72,159 26.1 276,096 
1980-81 120,446 34,765 85,681 27.6 309,891 
1981-82 137-573 37,020 100,553 28.2 355,994 
1982-83 166,203 37,834 128,369 34.3 374,442 
1983-84 199,497 38,729 160,768 39.6 405,717 
1984-85 PA Whe) 38,020 199,092 44.7 445,604 
1985-86 269,286 35,790 233,496 48.7 479,446 


1986-87 302,744 38,643 264,101 51.8 509,898 
Note: Figures for GNP and GDP relate to the corresponding calendar year. 


* For 1926-27 to 1960-61 inclusive, figures are expressed as a percentage of GNP. 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 
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Table XII 


Total Borrowing 


Financial requirements 


Excluding Including 


Total borrowing 


foreign foreign Change 
exchange exchange in cash Domestic Foreign Total 
transactions transactions position borrowing borrowing borrowing 
(millions of dollars) 
1961-62 — 853 — 662 416 1,078 0 1,078 
1962-63 — 939 — 1,234 — 400 834 281 15115 
1963-64 — 259 — 330 451 781 — 35 746 
1964-65 84 — 377 — 145 232 0 232 
1965-66 98 — 63 — 46 17 —5§ 12 
1966-67 — 660 —417 181 598 —§ 593 
1967-68 — 1,378 — 752 203 955 — 205 750 
1968-69 —811 — 1,571 — 415 1,156 282 1,438 
1969-70 234 — 154 236 390 5) 395 
1970-71 — 1,028 — 2,423 431 2,854 —110 2,744 
1971-72 — 1,366 — 2,038 322 2,360 —2 2,358 
1972-73 — 1,308 — 1,383 399 13782 —2 1,780 
1973-74 —1,517 — 1,386 — 1,189 197 — 76 121 
1974-75 — 2,139 — 1,546 2,394 3,940 — 50 3,890 
1975-76 — 4,774 — 4,779 — 152 4,627 — 28 4,599 
1976-77 — 5,548 — 4,267 545 4,812 —2 4,810 
1977-78 — 8,449 — 7,263 909 8,172 855 9,027 
1978-79 — 11,212 — 6,851 1,927 8,778 6,186 14,964 
1979-80 — 10,132 — 10,575 — 2,695 7,880 — 2,516 5,364 
1980-81 — 9,894 — 8,967 2,193 11,160 66 11,094 
1981-82 — 9,246 — 8,688 689 9,377 634 10,011 
1982-83 — 23,802 — 24,442 — 2,041 22,401 977 23,378 
1983-84 — 25,201 — 24,787 1,833 26,620 — 299 262321 
1984-85 — 29,808 — 27,385 — 554 26,831 2,971 29,802 
1985-86 — 30,270 — 24,644 —1,114 23,530 4,740 28,270 
1986-87 — 21,567 — 27,957 — 126 27,0231 — 1,800 26,031 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 
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Tableau XVIII 


Actif et passif des Régimes de pensions du Canada et de rentes du Québec, 1966-1986 
(Selon les Comptes nationaux) 


. Actif Actif : Actif Actif 

_____Elements financiers non moins _____Elements financiers non moins 

Passif Actif Dette nette financier passif Passif Actif Dette nette financier passif 

(en milliards de dollars) (en pourcentage du PIB) 

1966 - 0.7 —0.7 ~ 0.7 ~ tel —1.1 - je 
1967 - 1.6 —1.6 - 1.6 + 2.3 —2.3 - 203 
1968 - 2.6 —2.6 - 2.6 - 3.4 — 3.4 - 3.4 
1969 ~ SI) — 3.7 - Sy) - 4.5 —4.5 ~ 4.5 
1970 - 4.9 —4.9 - 4.9 - Se) —5.5 - 535 
1971 - 6.2 —6.2 - 6.2 - 6.4 —6.4 - 6.4 
1972 - 7.6 —7.6 - 7.6 - 7.0 —7.0 - 7.0 
1973 - 9.0 —9.0 - 9.0 - nel —7.1 ~ Te 
1974 ~ 10.8 — 10.8 - 10.8 - Al —7.1 ~ rat 
1975 - 12.8 — 12.8 - 12.8 - TS —7.5 - ike 
1976 - 15.0 — 15.0 ~ 15.0 - 7.6 —7.6 - 7.6 
1977 - Wee —17.2 ~ jis - 9 —7.9 - 7.9 
1978 - 19.7 — 19.7 ~ 19.7 - 8.1 —8.1 - 8.1 
1979 - 22.4 — 22.4 - 22.4 - 8.1 —8.1 - 8.1 
1980 - 25.4 — 25.4 - 25.4 - 8.2 —8.2 - 8.2 
1981 - 28.6 — 28.6 - 28.6 - 8.0 —8.0 - 8.0 
1982 - 32.4 — 32.4 ~ 32.4 - 8.7 —8.7 - 8.7 
1983 - 35.6 — 35.6 - 35.6 - 8.8 —8.8 - 8.8 
1984 - 38.8 — 38.8 - 38.8 - 8.8 —8.8 - 8.8 
1985 - 42.0 — 42.0 - 42.0 - 8.8 —8.8 - 8.8 
1986 ~ 45.1 — 45.1 - 45.1 ~ 8.8 —8.8 - 8.8 


Source: Statistique Canada, Les comptes du bilan national, annuelle, n° de cat. 13-214. 
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Tableau XVII 


Actif et passif des administrations provinciales-locales-hospitalieres, 1961-1986 
(Selon les Comptes nationaux) 


1961 
1962 
1963 
1964 
1965 


1966 
1967 
1968 
1969 
1970 


1971 
1972 
1973 
1974 
1975 


1976 
1977 
1978 
1979 
1980 


1981 
1982 
1983 
1984 
1985 
1986 


Passif 


10.8 
ie ed 
12.6 
13.8 
Tse! 


17:3 
19.8 
22el 
24.3 
27.0 


29.6 
B2.0 
36.4 
41.1 
47.7 


Seal 
62.2 
69.9 
hehe) 
84.0 


AMES) 
114.3 
121.8 
134.4 
146.6 
170.5 


: Actif Actif 
Eléments financiers non moins 
Actif Dette nette financier passif 
(en milliards de dollars) 
PD 3.6 16.4 Loy 
7.8 3.9 17.9 14.0 
8.3 4.4 20.0 15.6 
9.0 4.8 21.8 16.9 
9.8 55,8) 25.2 199 
Lat 6.2 28.8 DOs 
122 7.6 Ble) 23.6 
13.8 8.3 Sel 24.8 
16.0 8.3 36.7 28.4 
18.3 8.7 40.7 519 
19.9 9.7 46.2 36.5 
21.6 12 By op 39.9 
24.5 Mp9 58.4 46.5 
28.5 1257 74.5 61.8 
31.3 16.4 86.9 70.6 
Bots 18.4 97.0 78.6 
41.7 20.4 108.5 88.0 
49.6 20.3 120.1 99.8 
56.2 19.3 13529 116.6 
66.1 18.0 154.4 136.5 
Saeed 15.7 180.4 164.7 
90.3 24.0 198.9 174.9 
96.9 24.9 Dalal, 186.3 
107.8 26.6 222.2 195.6 
113.9 Boo) 238.5 205.8 
126.9 43.6 259.3 DNS 


Source: Statistique Canada, Les comptes du bilan national, annuelle, n° de cat. 13-214. 


? Actif Actif 
Eléments financiers non moins 

Passif Actif Dette nette financier passif 

(en pourcentage du PIB) 

26.4 RES 8.9 40.0 C1 ee 
26:3 a5 8.8 40.3 395 
2055 173 92 41.9 B osed 
26.4 LEZ ES, 41.7 32.4 
2655 17.0 9.3 43.8 34.6 
20.9 jas 9.7 44.7 oar.) 
28.7 Weve E1e0 45.2 34.1 
2995 18.3 11.0 43.9 32.9 
29.3 1953 10.0 44.2 34.2 
30:3 20.5 9.8 45.6 32.9 
30.4 2055 10.0 47.5 Si) 
30:2 1929 10.3 47.0 36.7 
28.6 LOPS 9.3 45.9 36.5 
Ziel LSs7 8.3 49.0 40.6 
27.8 jaye 9.6 50.7 41.1 
Diao 179 9.3 49.0 B97 
Zoe L952 9.4 49.8 40.4 
28.9 20.5 8.4 49.7 41.3 
213 20.4 7.0 49.2 42.2 
Zieh 213 5.8 49.8 44.0 
ae) poe 4.4 50.7 46.3 
30.5 24.1 6.4 53.1 46.7 
30.0 73.9 6.1 SP 45.9 
30.2 24.2 6.0 49.9 43.9 
30.6 23.8 6.8 49.7 42.9 
33.4 24.9 8.6 50.8 42.3 
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Tableau XVI 


Actif et passif du gouvernement fédéral, 1961-1986 
(Selon les Comptes nationaux) 


1961 
1962 
1963 
1964 
1965 


1966 
1967 
1968 
1969 
1970 


1971 
1972 
1973 
1974 
1975 


1976 
1977 
1978 
ine 
1980 


1981 
1982 
1983 
1984 
1985 
1986 


Eléments financiers 


Passif 


19.0 
20.0 
Ziel 
21.6 
21.8 


22:5 
23:8 
25.6 
26.0 
28-2 


31.4 
3577 
3329 
See 
43.8 


48.1 
56.0 
eg 
78.0 
92.8 


106.7 
126.8 
154.6 
183.3 
220.4 
245.6 


Actif 


11.4 
12a 
128 
13.6 
14.3 


1523 
16.5 
18.2 
19.6 
Z1.9 


24.9 
26.8 
PH Sh 
33:6 
34.7 


3553 
37.6 
41.3 
39.8 
43.8 


50.0 
49.3 
Dose 
55.4 
59.8 
55.0 


Dette nette 


Actif 


non 


financier 


(en milliards de dollars) 


7.6 
8.0 
8.4 
8.1 
TS 


Teo 
7.4 
7.4 
6.3 
6.3 


6.5 
6.9 
6.2 
5.6 
9.1 


ey, 
18.3 
29:9. 
38:2 
49.0 


56,7 
(AS 
99.4 
12729 
160.5 
190.5 


4.0 
4.2 
4.4 
4.5 
4.9 


Bas 
6.0 
6.4 
7.0 
Tes 


8.4 
91 
10.1 
12.2 
14.2 


16.0 
179 
19.5 
217. 
2358 


26.3 
28.5 
299 
31.6 
33.6 
36.0 


Actif 
moins 
passif 


—3,.6 
= 8h) 
—4.0 
0-0 
2.0 


aby! 
15 
so 
0.6 
iP 


ee) 
23 
ope) 
6.6 
Sr 


Bie) 
—0.4 
— 10.4 
eallGr 
Sy! 


— 30.4 
— 49.0 
= 69.5 
=9673 
= 126.9 
— 154.5 


Eléments financiers 


Passif 


46.5 
45.1 
44.3 
41.5 
37.8 


35.0 
34.5 
33.9 
31,3 
S17 


3202 
a0) 
26.6 
2558 
25.5 


24.3 
Dis 
P42). S) 
28.3 
299 


30.0 
33.8 
38.1 
41.1 
46.0 
48.2 


Actif 


PH lee) 
271 
26.8 
26.0 
24.8 


23.8 
PB! 
24.1 
DRAG 
24.6 


2555 
24.7 
PA el 
pies | 
20.2 


L729: 
17.3 
7a 
14.4 
14.1 


14.0 
13.1 
13.6 
12.4 
1255 
10.8 


Dette nette 


(en pourcentage du PIB) 


18.7 
18.0 
LieG 
LSe5 
13.0 


| he 
10.6 
oe 
TO 
Te AI 


6.7 
6.3 
4.9 
ang 
Be) 


6.4 
8.4 
12.4 
13.8 
15.8 


[5:9 
20.7 
24.5 
28.7 
o350 
37.4 


Actif Actif 
non moins 
financier passif 
9.8 —8.8 
9.4 —8.6 
9.2 — 8.4 
8.6 — 6.8 
8.5 —4,5 
8.5 —2.7 
8.7 —1.9 
8.4 —1.4 
8.4 0.7 
8.4 1S 
8.6 lie) 
8.4 at 
7.9 eal) 
8.0 4.3 
8.3 3.0 
8.1 1.6 
8.2 —0.2 
8.1 — 4,3 
7.9 —6.0 
Wash = Onl 
7.4 —8.5 
7.6 —13.] 
7.4 —17.1 
Tak —21.6 
TO — 26.5 
el — 30.3 


Source: Statistique Canada, Les comptes du bilan national, annuelle, n° de cat. 13-214. 
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Tableau XV 


Recettes, dépenses et excédents ou déficits des administrations publiques 1961-1986 
(Selon les Comptes nationaux) 


Administrations provinciales- 


Ensemble des administrations“! Administration fédérale locales-hospitaliéres 
Excédent ou Excédent ou Excédent ou 
Recettes Dépenses déficit(—) Recettes Dépenses déficit(—) Recettes Dépenses déficit(—) 


(en pourcentage du PIB) 


1961 Pfeil 29.8 Ae 16.6 17.6 = 1.0 13.9 15.0 =f 
1962 28.0 Da) hd, 15.7 16.9 Shy 14.9 15.4 =—(5 
1963 27.8 ie Bd = 1.4 15.4 16.0 == O16 14.9 ee) = O28 
1964 PRE | 28.6 0.1 16.0 15.4 0.6 15.0 15.6 06 
1965 29.0 28.7 0:3 15.8 14.9 0.9 oer! 16.3 —0.6 
1966 30.2 22.6 0.6 15.5 15.2 0.3 16.1 17.0 =o 
1967 S157 31.6 0.1 15.8 16.0 = 0:2 17.4 18.5 — i 
1968 33.0 S205 0.4 16.2 16.3 0.0 18.5 19e3 —0.8 
1969 34.9 32.8 2.1 17.5 16.3 2 193 19:7 —0.4 
1970 35.3 34.9 0.8 17.4 17.2 0.3 20.6 21.4 — 0:8 
171 36.2 36.2 0.0 17.8 17.9 —O71 21.4 Pap ise) — te 
172 36.6 36.6 0.0 18.0 18.5 =O: lez 22.0 —0.8 
1973 36.2 353 0.9 17.9 17.6 0.3 20.6 pd WP = 0:6 
1974 38.5 36.7 1.9 19.7 18.9 0.8 21.4 Pals: Eo | 
1975 37.4 39-9 21S 18.5 20.8 = 2:2 pA 23a1 —1.4 
1976 Siok 38.9 les) 17.9 19.6 Sl 21.8 23.0 ee 
L977 37.4 39°9 255) 16.8 20.2 —3.4 23.4 23.6 = OZ 
1978 37.0 40.1 eae 15.8 20.3 —4:5 23.9 2305 0.3 
1979 36.7 38.8 2.0 [537 boat — 304 PIE Zon 0.4 
1980 Be) 40.3 2.8 16.3 19.8 — 3.4 235 23.0 =0:3 
1981 39.8 41.3 coal Re) 18.3 2053 al 23.6 24.0 1053 
1982 40.4 46.3 eye) 17 aoe —5.4 24.9 26.4 aie 
1983 40.0 46.9 ~ 6.9 NP 2553 = 0.2 2.2 26.7 =i 
1984 40.0 46.6 — 6.6 1722 24.0 =6.8 payee 25.8 =O. 
1985 39:9 46.9 = FA} 17-5 24.1 ='057. 24.9 259 1.0) 
1986 40.4 45.9 =i.) 17:9 22.8 —4.9 24.5 25.8 == 


(1) Y compris les Régimes de pensions du Canada et de rentes du Québec. 


Source: Statistique Canada, Comptes nationaux des revenus et des dépenses, trim., n° de cat. 13-001. 
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Tableau XIV 


Recettes, dépenses et excédents ou déficits des administrations publiques, 1961-1986 
(Selon les Comptes nationaux) 


Administrations provinciales- 


Ensemble des administrations“) Administration fédérale locales-hospitaliéres 
Excédent ou Excédent ou Excédent ou 
Recettes Dépenses déficit(— ) Recettes Dépenses déficit(— ) Recettes Dépenses déficit(— ) 


(milliards de dollars) 


1961 Lt3 122. =0.9 6.8 ee —0.4 Sa 6.1 —0.4 
1962 12.4 1322 S056 7.0 US) = OLS 6.6 6.8 Ore 
1963 13.3 13.9 =O, Ife 7.6 es Tak 1S) —0.4 
1964 15.0 14.9 0.0 8.4 8.0 0.3 9 8.1 — Ue 
1965 16.7 16.5 0.2 9.1 8.6 OS 9.0 9.4 —0.4 
1966 19.4 1901 0.4 10.0 9.8 0.2 10.4 10.9 0.5 
1967 2459 ZAG 0.0 10.9 11.0 —O-! 12.0 12.8 — O07 
1968 24.9 24.5 0.3 Pe, 1233 = 13:9 14.6 — 0.6 
1969 29.0 2162 1.8 14.5 13.5 1.0 16.0 16.4 =O. 
1970 31.8 =p 0.7 15-5 15:3 0.2 18.3 1971 SAN RY! 
LOT 35.2 3582 0.0 173 17.4 — Os) 20.8 pay et 
IZ 395] 39.8 0.0 19.6 20.1 Ske) 23.0 23.9 =O. 
1973 46.1 45.0 1.1 22.8 22.4 0.4 26.3 21,0 =O5 
1974 58.6 55.8 2.9 30.0 2801 13 32.5 O27 —O.2 
1975 64.2 68.5 —4.3 31.8 35.6 =S.5 S72 390%) = 255 
1976 73.4 77.0 5) RBEP) 38.8 See 43.2 45.6 —2.4 
1977 81.4 86.9 =o) 36.7 44.0 = 18 51.0 51.4 —0.4 
1978 89.3 96.9 = 1.0 38.3 49.1 =H a7 56.9 0.8 
1979 101.5 107.0 =) 43.4 52.8 —9.4 64.9 63.8 1.1 
1980 116.3 124.9 — 8.6 S0c7 61.3 107 T28 73.8 rine 
1981 141.6 146.9 5/4 65.0 (Pre aay) 84.2 85.3 ded 
1982 i513 WES) — PP bap! 66.1 86.4 2003 9373 98.9 at) 
1983 162.1 190.2 — 28.0 69.6 94.6 250 102.1 108.3 = Ore 
1984 178.2 207.9 —29.6 76.7 107.1 — 30.4 112.4 114.9 —2.4 
1985 191.4 229.0 33.0 83.7 Liss? — 32.0 119.6 124.4 —4.8 
1986 206.0 2359 20.9 91,2 116.0 — 24.8 12521 1313 =6:2 


(1) Y compris les Régimes de pensions du Canada et de rentes du Québec. 


Source: Statistique Canada, Comptes nationaux des revenus et des dépenses, trim., n° de cat. 13-001. 
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Tableau XIII 
Dette publique brute 


Dette non échue détenue par des tiers 


“ah ae, Obligations Moins: Comptes Autres Dette 
Obligations négociables* Bons du d’épargne portefeuilles Comptes de d’intérét et éléments _ publique 
Intérieures Etrangeres Total Trésor du Canada* de |’Etat Total pensions de dette de passif brute 


(millions de dollars) 


1961-62 10,838 287 11,125 1,885 4,055 = 95 16,970 paps ads Za) 21,906 
1962-63 10,802 568 115370 2,165 4,582 = ay 18,085 2,562 293 2,381 Vin we 94 | 
1963-64 11,075 533 11,608 22M) 5,092 oo 18,831 3,447 Sal 2,928 pee | 
1964-65 10,899 533 11,432 2,140 53552 =o 19,063 4,150 3359 2,652 26,204 
1965-66 10,745 528 11,273 2,150 OBES — 81 19,075 4,489 391 2,847 26,802 
1966-67 10,018 523 11,541 2,310 6,017 — 200 19,668 4,890 427 3,240 28,225 
1967-68 bi573 318 11,891 2,480 6,096 —49 20,418 5,350 499 3,543 29,810 
1968-69 12,294 600 12,894 2,840 6,169 atl 21,856 5,883 581 3,700 32,020 
1969-70 125279 605 12,884 25095 6,579 — 107 22,251 6,503 600 3,906 33,260 
1970-71 13,021 495 13,516 35139 7,804 — 60 24,995 7,200 839 4,080 37,114 
1971-72 13,385 493 13,878 3,830 O12 or 21559 7,934 |i Ways 4,724 41,169 
1972-73 13,423 49] 13,914 4,290 10,989 — 60 29,1353 8,792 1,506 D202 44,693 
1973-74 13,592 415 14,007 4,905 10,406 — 64 29,254 9,794 1,801 6,693 47,542 
1974-75 14,311 365 14,676 5,630 12-915 == tl 33,144 11,054 PAE 6,411 52,866 
1975-76 15,281 337 15,618 6,495 253517 —O7 37,543 Pape w 2,923 6,589 59,612 
1976-77 17,748 335 18,083 8,255 16,304 159 42,553 14,212 3,619 6,939 67,323 
1977-78 21,182 1,190 22,802 115295 18,011 = 98 515580 16,101 4,523 VAS 79,879 
1978-79 26,532 7,376 33,908 13,535 19,247 — 146 66,544 18,056 4,014 8,343 96,957 
1979-80 32,947 4,860 37,807 16,325 18,081 =305 71,908 20,021 3,976 8,875 104,780 
1980-81 40,849 4,794 45,643 Pap letabS) 15,812 = 223 83,002 22,329 4,162 10,953 120,446 
1981-82 43,493 5,428 48,921 1975 24,978 — 261 93,013 25,343 6,095 135122, 157,573 
1982-83 48,377 6,405 54,782 29,125 32,641 st 116,391 28,826 7,710 135276 166,203 
1983-84 57,036 6,106 63,142 41,700 38,204 — 334 142,712 32,688 8,622 15,475 199,497 
1984-85 69,438 9,077 TS, 505 52,300 41,960 — 261 172,514 36,990 9,418 18,190 237 bi? 
1985-86 81,067 13,810 94,877 61,950 44,245 == 288 200,784 41,670 9,084 17,748 269,286 
1986-87 94,426 12,010 106,436 76,950 44,309 — 880 226,815 46,665 9,065 20,199 302,744 


*Comprend les effets de la dette publique détenus par |’Etat. 


Source: Comptes publics du Canada rajustés en fonction des modifications comptables. 
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Tableau A.3.5 


Comparaisons du déficit, de la dette et des paiements d’intéret du 
Canada et des Etats-Unis de 1977-78 a 1987-88 


Dee eee SS — 


1977-78 1978-79 1979-80 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 


ee SS 


(en pourcentage du PIB/PNB) 


Canada 
_ Besoins financiers 3.9 46 Bey, 3.2 2.6 6.4 6.2 6.7 6.3 4.2 3.8 
Etats-Unis 

Déficit total 2 2.6 1.6 Ds) 2.6 4.0 6.1 49 5.4 532 35 
Canada 

Dette non échue détenue par 
__ des tiers 23.1 275 26.0 26.8 26.1 3171 3532 38.7 41.9 44.5 45.2 
Etats-Unis 

Dette détenue par le grand public 28:5 28.1 26.3 26.8 26.6 296 34.4 35.6 38.4 41.9 43.2 
Canada 
_ Service de la dette publique nette i) 1.6 1.8 2.0 2.8 33 3.4 4.1 4.5 4.4 4.5 
Etats-Unis 

Service de la dette publique nette Pe 13 1.4 Bs 19 22 2.3 2.6 2.8 2.8 221 


a 


Remarque: L’exercice financier prend fin le 31 mars au Canada et le 30 septembre de l'année précédente au Etats-Unis. 


Sources: Budget of the United States Government Fiscal Year 1988, Congressional Budget Office, Economic and Budget Outlook: August 1987; et ministére des Finances. 
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